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yno wE ARt First Data Corporation (FDC) is a leading,
pmvidur of electronic commerce and payment
solutions for businesses and go\'urmncnts around

the world.

ouR wission From point of sale to point of settlement,
our clients trust First Data to deliver innovative
electronic processing solutions that improve their

competitiveness and efficiency.

oun vision. To scamlessly cnable virtually every type
of clectronic transaction a nywhere i the world,
anytime - reliably and secu rely —on behalf of our
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Letter to Sharchiolders

DEAR FELLOW SHAREHOLDERS:

Another exciting chapter in the First Data story:
First Data is a company with more than $7 billion in revenue and
29,000 employees in 39 countries around the world. We are
number one or two in virtually every market we serve. In thinking
back over the 15 years that | have been a part of this truly
remarkable organization, there have been many exciting years,
but 2006 will certainly stand out in my mind as one to remember.

We executed the spin-off of Western Union with exceptional
speed and quality. This was a monumental task. Separating a
large piece of our organization, in roughly nine months time, is
areal testament to the talent and dedication of the employees
who make up First Data and Western Union.

Not only was the spin-off an impressive achievement, we also

recrganized and instituted significant changes and improvements

in all of our other segments. Considering the scope and size of
our company, this was no small feat. | have enormous respect
and appreciation for my First Data colleagues and thank them
for their hard work and commitrment.

The rationale behind the many changes in 2006 was to achieve
a laser-like focus on our clients. Getting closer to our clients
helps us anticipate their needs and respond quickly. In turn, we
are more likely to earn additional business from them. It's that
simple. Maintain the expansive customer base we have today,
and sell more value-added products to those clients. When

we really examine the potential in cross-sell opportunities and
lower attrition rates, our client base reprasents an enormous
opportunity for our company.

The work we do for our clients is critical — moving their money
in and out of their businesses. This isn't work that you entrust
to just anybody. We've built trust-based relationships from

years of providing high-quality, reliable services and through
unparalleled industry knowledge. Our goal is to make certain
that First Data and our clients are reaping the full benefits of
our scale, scope, skills and global presence.

Our intensified client focus is embedded into the four key
strategies we established for First Data in 2006:

1. Grow our core business
Expand product offerings

Improve overall cost structure and efficiencies

oW

Extend our global reach

Qur first priority is to provide outstanding service to every
client of First Data. If we can accomplish this, we will be
afforded the opportunity to gain additional business from
existing clients, and our core business will thrive.

We are committed to product innovation and increasing the
contribution of new products to our growth rate. Our product
investments not only will generate revenue through new sales,
but also will support our client retention efforts, Expanding our
product offerings alsc means entering adjacent markets and
strategic partnerships, both of which we successfully initiated
during the vear.




We have made, and we will continue to make, sound improve-
ments to our overall cost structure, creating efficiencies globally.
The end resutt of our comprehensive analysis of First Data’s
systems and processes will have a positive impact on our bottom
lime for many years to come. We have started initiatives in data
center consolidation, global sourcing and platform consolidation,
all of which are designed 10 make First Data more cost competitive
with any service alternative, anywhere in the world.

And last, but probably the most exciting component of our
growth strategy, is extending our global reach. When | think
about the progress that we have made in such a short period
of time, and the foundation that we now have in place, | am
confident we will continue to see extraordinary geographic
expansion for First Data. The combined strength of our
human capital and state-of-the-art technology will ensure our
continued success worldwide.

Compelling logic to be an investor in First Data:
Qur superior cash flow, our high percentage of recurring
revenue, our glebal portfolio of strong growth businesses,
and our exceptionally talented employees, truly places

First Data in a class by itself. These rich resources make it

possible for First Data to achieve virtually any goal we set.
We will prudently expand as we look for new ways to leverage
our valuable resources. '

If you think about the ongeing, dramatic growth in electronic
transactions, you start to get a sense of the incredible potential
the future holds for First Data. Cash and check transactions

still represent the majority of payments around the word. This

is clearty changing in favor of electronic payments. This secular
trend will continue for many years. As a shareholder in First Data,
you are participating in the long-term transition to a cashless
society with the leading company in this space. You are an
owner of a company that has publicly stated that it will grow
over the long-term at 8-10 percent per year in both revenue and
earnings per share with the potential to exceed these growth
rates in any given guarter or year. Being able to reliably deliver
on this goal — even during economic downturns — gives First
Data unique characteristics as a public company investment.

A new chapter and a new leader at First Data:
Cur strong finish in 2006 puts us in an excellent position
to execute against our business objectives and financial
targets in 2007. We will continue to focus on our four key
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Letter to Shareholders

strategies, and | am confident we will continue to achieve
positive results.

By this time next year, a new chief executive officer will be
leading First Data, and | will make another attempt to retire. |
have complete confidence in our Board of Directors to make
the right choice for the long-term success of the company.
They are determined to name a CEQO with the right experience,
leadership skills and passion to successfully lead First Data to
the next level of success.

First Data is a great company, with an outstanding leadership
tearn and an incredibly exciting future. | fee! very fortunate and
proud to have been a part of this organization. | am deeply
appreciative of the support that my colleagues, our Board of
Directors, and our investors have shown me over the years.
Thank you all.

Oy

Ric Duques
Chairman and Chief Executive Officer

The Shift to Electronic Payments

Between 2005 and 2010, clectronic payments are estimated to increase

by about 42 billion.
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<EY SIRAIEGIES

FIRST DATA IS A COMPANY LIKE NO OTHER, SERVING A MARKET LIKE NO OTHER,
WITH A SOLID STRATEGY FOR SUCCESS. OUR ACCOMPLISHMENTS IN 2006 WERE
THE DIRECT RESULT OF QUR ABILITY TO EXECUTE ON FOUR KEY STRATEGIES.

G R OW CORE BUSINESS

From the largest financial institutions
and retailers in the world, to the
smallest credit unions and merchants —
and all sizes in between - First Data
has built trust-based relationships over
the past 35 years by delivering:

= World-class customer service,

» Real business value through an unmatched scope
of solutions,

= Highly reliable and secure systems,

= A deep understanding of the business processes and
regulatory requirements that our industry demands.

The new business segments we formed in 2006 were aligned
to ensure an intense focus on meeting or exceeding our clients’
needs. Combined with a truly unigue and diversified sales
force, First Data has brought new strength to its core business.
Providing superior service to every First Data client not only
contributes to greater customer retention, it also gives us the
opportunity to earn more business. We will leverage our existing
client relationships to cross-sell products into our expansive
hase of clients, and have initiated new incentive programs to
cultivate greater cross-sales efforts across the enterprise.

As the shift to cashless payments continues, we will grow our
core business and maintain ocur position as a leading provider
of electronic commerce and payment solutions for businesses
and governments around the world,

EXPAN D PRODUCT OFFERINGS

Through strategic partnerships,
entering adjacent markets and
launching new products, we continue
to expand our product offerings and
revenua opportunities. Our financial
strength allows us to leverage our
exceptional cash flow to make strategic
investments for the long-term health of our businesses. We
are committed to product innovation and will use our financiat
resources to continue to both build and buy key products that
will enhance our competitive advantage and provide expanded
ways to secure recuming revenue possibilities.

Trernendous growth potential exists in selling new, value-added
products into our existing client base, particularly in the critical
areas of risk and fraud, loyalty, customer contact, prepaid
services and mobile commerce.

New technologies provide new opportunities. First Data is
well-positioned to reap the benefits of emerging technology
and address the impending needs of the markets we serve.
We are working across the entire payments industry to drive
innovation and create deep-rooted value for our clients and
our shareholders.




Key Strategies

A World of Opportunity

Share of retail payments by transaction value (percent)

First Data has a long runway for growth as
billions of cash transactions that exist today

convert to electronic alternatives,

Source: Global Insight; National central banks, GIE CR,
APACS, ARA, McKinsey Payments Practice
* POS/OTC transactions only
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| M I:)R O\/E OVERALL COST STRUCTURE

We reorganized our operations

in connection with the spin-off of
Western Union to streamline our
infrastructure accordingly and to
increase focus on our clients. Several
significant initiatives were launched

during 2006 to ensure that we are
functioning at the most efficient levels and improving costs.

First Data is in the process of a comprehensive review of
data centers, application platforms and the means by which
we dtilize our global labor force. Qur planned investments

in technology will yield not only lower operating costs, but a
significantly more efficient processing environment overall,
with the ability to understand the performance and health of
our systems from virtually anywhere in the world. We intend
to use leading-edge technology to significantly strengthen
our position in the processing marketplace and define an
altogether new class of technology infrastructure for the

electronic payments industry.

First Data is moving away from “event driven” to a “continuous
improvement” business environment, simplifying our structure
and processes, and creating a more efficient organization.
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EXTEN D GLOBAL REACH

First Data's international business
continues to be an impressive growth
engine. Squarely focused on executing
a global strategy with local impact,
our geographic footprint is extending
at a strong pace as we expand into
new markets. First Data's powerful
reputation has opened many doors. Winning the title “Global
Cards Processor of the Year” is a noteworthy achievement and
has enhanced our profile with clients and influencers — a critical
element to our success in the international payments world.

A number of key business wins in 2006 will help sustain our
strong momentum within First Data International. We took a
significant step forward with the creation of Merchant Solutions
Pte Ltd., a company that will provide merchant acquiring
services in seven initial markets across Asia — with China
and Malaysia as the next priorities. Combined, these nine
markets represent 40 parcent of the world's total population
and enormous potential for First Data. We closed two key
acquisitions in Germany and Argentina, as well as numerous
new and expanded agreements in markets with significant
growth opportunities. First Data is in an excellent position to
continue to extend its unrivaled worldwide presence.




SBUSINESS REVIEW

First Data Commercial Services
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Business Profile Commercial Services provides a vast portfolio of point-of-sale
products and services that merchants of all sizes and types
need to be successful in today's competitive marketplace. This
includes merchant acquiring and processing; debit processing
and debit network access through the STAR® Network for
merchants; electronic check acceptance, check verification and
guarantee services; point of sale terminal solutions; and the
rapidly growing area of prepaid cards.

Serving 3.5 million domestic merchant locations, Commergial
Services is focused on enabling merchants to meet the
ever-increasing consumer demand for speed, choice and
convenience when paying for goods and senvices. At the same
time, we are providing merchants with the reliability, security and
back-office services that are critical to their business success.

A renewed client focus and enhanced commitment to product
innovation enabled Commercial Services to meet or exceed
its financial targets in 2006. Our diversified sales channels will
continue to deliver strong growth with more than 85 financial
institution partners, over 200 non-bank referal partners, 115
independent sales organizations and over 5,000 sales people.

Momentum in the Commercial Services segment is very strong
entering 2007. The stable and predictable revenue streams will
continue to grow as Commercial Services is poised to leverage
the shift to electronic payments. |

20006 Hz;g/?ll;glﬂts = Signed maore than 600,000 new domestic merchant
locations — an increase of 22 percent over 2005.

s Increased total transaction dollar volume by 16 percent to
$1.3 trillion.

= Grew total domestic merchant transactions by 13 percent
to 25.5 billion.

» Loaded $13.2 bilion in prepaid cards, a 14 percent increase.
= Introduced a unique merchant-branded open-loop gift card.
« Guaranteed checks totaling $25.4 billion, up 12 percent,

» Successfully launched the feature-rich FD-100
proprietary terminal.




Business Review

Financial Institution Services

‘1.8
. billion

Financial Institution Services provides a number of mission-
critical services to financial institutions and retailers, as well as
healthcare and utility providers.

With unparalleled capabilities in high-volume, high-value
transaction processing and account management,

Financial Institution Services provides the core processing
infrastructure for credit, debit and retail private-label card
issuers. This segment also provides debit netwerk access
through the STAR® Network for card issuers. In addition, we
provide a variety of ancillary products and services, including
plastic card production, statement and letter printing, and
remittance processing services.

2006 was a year of great progress for Financial Institution
Services. We defined a clear set of objectives for the
business and delivered against them. Through a combination
of strengthening our core business, focusing on product
innovation, entering into adjacent markets and aggressively
improving overall costs, Financial Institution Services is
establishing new pathways to profits. With unmatched
operational precision and industry expertise, we are leveraging
our core competencies and establishing innovative ways to
successfully drive the business into the future. We will continue
to build on the solid foundation in place and are well on the way
to reaching our long-term growth objectives.

« Renewed more than 425 contracts with over $125 million
in annualized revenue.

= Converted more than 100 million accounts onto our
systems, including the flawless completion of the single
largest conversion in industry history.

= Grew domestic card accounts on file to 557 miflion, an
increase of 34 percent.

» Increased domestic debit issuer transactions 19 percent
to 9.4 billion,

= Acquired Peace Software, a Customer Information System
preduct company that develops advanced software for
managing utility biling and customer care.

Successfully grew our healthcare card payments business.

First Data International

1
. billion

Capitalizing on the worldwide shift to a cashless society,
First Data International’s (FDI) story is one of incredible growth
and opportunity, bringing all of the products and services
First Data has to offer to new and emerging markets outside
of the United States. These include credit, debit and prepaid
card processing; merchant acquiring and processing; ATM
and point-of-safe processing, driving, acquiring and switching
services; and card processing software.

First Data International has established itself as a thought
leader, gaining worldwide recognition as a payments
processing expert. Our brand and scheme neutrality,
combined with being an internationally recognized provider
with deep local knowledge and resources, positions us
perfectly for long-term growth and success.

We increased our international sales force by 39% over 2005
to nearly 800 sales employees. FDI's sales and channel
strategy reinforces our market leading position as a worldwide
payment processing company who truly delivers locally.

First Data International will move quickly to capitalize on
opportunities that are created as the global payments industry
grows and consolidates. We will extend our service portfolio
and enter new markets, especially in growing economies, to
maintain our leadership position and shape the payments
market around the world.

* Achieved exceptional geographic expansion, entering
eight new countries and growing to approximatety
7,900 FDI colleagues.

= Formed Merchant Solutions Pte Ltd. with Standard
Chartered PLC with the potential to reach markets that
represent 40 percent of the world's total population.

= Increased paint-of-sale locations by 39 percent 1o a total
of 1.6 million locations.

= Expanded card accounts on file by 60 percent to 72 million.
* Grew transactions by 63 percent to a total of 4.6 billion.

= Closed on two pivotal acquisitions expanding First Data’s
presence in Germany and South America.



EXECUTIVE COMMITTEE

BOARD OF DIRECTORS

AUDIT COMMITTEE

DAVID BAILIS
President
Financial Institution Services

PETER BOUCHER
Executive Vice President
Human Resources

DAVID DIBBLE
Executive Vice President
Chisf Technology Officer

ED LABRY
President
Commercial Sesvices

DAVE MONEY
Executive Vice Presidert
General Counsel and Secretary

KIM PATMORE
Executive Vice President
Chief Financial Officer

PAM PATSLEY
President
First Data International

DAYID TREINEN
Executive Vice President
Corporate Development and Strategy

DANIEL P. BURNHAM
{Director since 2003)
Former Chairman and
Chief Executive Officer
Raytheon

DAVID A. COULTER

(Director since 2006)

Managing Director and Senior Advisor
Warburg Pincus LLC

ALISON DAVIS

{Director since 2002)

Managing Partner and General Pariner
Belvedere Capital Partners

HENRY C. (RIC) DUQUES

{ Director since 2005)

Chairman and Chief Executive Officer
First Data Corporation

PETER B. ELLWOOD

(Director since 2005)

Former Group Chief Executive Officer
Lloyds TSB

COURTNEY F. JONES
(Director since 1992)

Former Chief Financial Officer
Merrill Lynch & Co.

Former Treasurer

General Motors Corporation

RICHARD P. KIPHART
{Director since 2004)

Head Of Corporate Finance/
investment Banking

William Blair & Company

JAMES D. ROBINSON Il
(Director since 1992)

General Partner and Co-founder
RRE Ventures

CHARLES T. RUSSELL
(Director since 1994)

Forrmer President and

Chief Executive Officer

Visa Intermational and Visa USA

JOANE. SPERC

(Director since 1998)

President

Doris Duke Charitable Foundation

ARTHUR F. WEINBACH
{Director since 2000)

Chairman and

Former Chief Executive Officer
Automatic Data Processing, Inc.

COURTNEY F. JONES
Chair

ALISON DAVIS

ARTHUR F. WEINBACH
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Management’s Responsibility For Financial Reporting

Evaluation of disclosure controls and procedures.

The Company has evaluated, under the supervision of the Companys Chlef Executlve Off icer and the Ch|ef Flnanmal Off icer, the effectlveness of
disclosure controls and procedures as of December 31, 2008. Based on this evaluation, the Chief Executive Officer and Chief Financial Officer concluded
that the Company's disclosure controls and procedures were effective as of December 31, 2006, to ensure that information the Company is required
to disclose in reports that are filed or submitted under the Securities Exchange Act of 1934 is recorded, processed, summanzed and reported within
the time periods specified in SEC rules and forms.

Management’s Report on Internal Controls over Financial Reporting.

Management of the Company is responsible for establishing and maintaining adequate mternal control over ﬁnancral repomng as def ned in Rules
13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934. The Company's internat control over financial reporting is designed to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles. The Company's internal control over financial reporting includes thase policies and procedures that
(1) pertain to the maintenance of records that, in reasonable detzil, accurately and fairly reflect the transactions and dispasitions of the assets of the
Company; {2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with
generally accepted accounting principles, and that receipts and expenditures of the Company are being made only in accordance with authorizations of
management and directors of the Company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition,
use or disposition of the Company's assets that could have a material effect on the consclidated financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. All control systems have inherent
imitations so that no evaluation of controls can provide absolute assurance that all control issues are detected. Also, projections of any evaluation of
effectiveness to future periods are subject o the risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may detenorate.

Management assessed the effectiveness of the Company's internal control over financial reporting as of December 31, 2006, based on the critera
set forth by the Committee of Sponsoring Organizations of the Treadway Commission (*COSQ”) in Internat Control-Integrated Framework. Based
on this assessment and those criteria, management believes that the Company maintained effective internal control over financial reporting as of
December 31, 20086.

Ernst & Young LLP, an independent registered public accounting firm, has issued an attestation report on management’s assessment of the
Company's internal control over financial reporting which is contained on page 81.

Changes in internal control over financial reporting.

There were no changes in our |nternal control over financial repomng |dent|f ed in connecnon wnh the above evaluatlon that occun'ed dunng our !ast
fiscal quarier that has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.

2.0

HENRY C. DUQUES
Chairrman and Chief Executive Officer

KIM PATMORE

Executive Vice President
and Chiei Financial Officer
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Selected Financial Data
The following data should be read in conjunction with the Consolidated Financiat Statements and refated notes thereto and Managernent's Discussion
and Analysis of Financial Conditicn and Results of Operations included elsewhere in this annual report.

The Notes to the Consolidated Financial Statements contain additional information about various acquisitions, dispositions, and certain charges

and benefits resulting from restructurings, impairments, litigation and regulatory settlements, other, investment gains and losses, divestitures and
debt repayment costs which affect the comparability of information presented. Certain prior years' amounts have been reclassified to conform to
the current year presentation. The Company classified Western Union, Primary Payment Systems, IDlogix and Taxware as discontinued operations
in 2006 and NYCE as a discontinued operation in 2003, and all periods below have been reclassified from historically reported results to reflect the
impact, Amounts below include Concord since the merger on February 26, 2004 and all other acquisitions since the date acquired. All results are in
millions, except for per share amounts or otherwise noted.

For Year Ended December 31, [ 2006 | 2005 2004 2003 2002
INCOME STATEMENT DATA:

Revenues $ 70764 | $ 65261 $ 66334 $ 54327 $ 50078

Operating expenses k 59909 5,461.0 51115 4,214.2 3,760.4

Other operating expenses © 5.0 i 142.6 120.3 355 329

Qther income (expense) © (169.9) , (32.7) 56.8 {144.5) (578.5)

Income from continuing operations 847.7 E 807 .5 1,151.3 864.6 800.4

Income from discontinued operations 665.7 [ 909.9 757.0 £35.6 408.9

Depreciation and amortization 700.8 l 689.0 656.0 4946 47086

PER SHARE DATA FOR CONTINUING OPERATIONS: ‘

Earnings per share—basic @ $ 111 3 1.04 $ 1.39 % 1.17 $ .79

Earnings per share—diluted © 1.09 | 1.03 1.37 1.15 078

Cash dividends per share @ 0.21 | 0.24 0.08 0.08 0.07

BALANCE SHEET DATA (AT YEAR-END):

Total assets $ 34,460.7 $ 34,2485 $ 32,7188 $ 25,585.6 $ 26,591.2
Settlement assets 19,149.8 16,076.3 14,995.5 14,5511 16,221.8
Assets held for sale and spin-off — ! 3,812.6 3,170.9 3,248.3 2,990.7

Total liabilities 24,3195 | 25,7915 23,8327 21,538.3 22,4349
Settlement obligations 19,166.5 16,152.5 14,8949 14,2753 15,840.2
Borrowings 2,516.2 5,354.6 4,604.3 3,034.7 2,577.0
Convertible debt — — — 537.2 552.7
Liabilities related to sale and spin-off - | 1,730.6 1,473.3 1,302.6 1,206.9

Total stockholders' equity 10,141.2 ' 8,457.0 8,886.1 4,047.3 4,156.3

SUMMARY OPERATING DATA: :

At year-end— !

Domestic active card accounts on file {in millions) © 116.8 : 91.8 99.7 106.2 104.4
International card accounts on file (in millions) ® 43.3 ' 30.9 315 309 27.2

For the year— !

Domestic merchant transactions (in millions) @ 25,4999 22 546.7 19,1071 11,702.8 9,577.8
Domestic dehit issuer transactions {in millions) i) 9,407.4 | 7.908.1 56,8189 2,805.9 2,255.5
International transactions (in millions) @ L :55791_.!3_][ 2.816.0 1,8856.6 1,266.9 1,050.4

& Operating expenses inchude Cost of services: Cost of products sold: Sefing, general and administrative; and Reimbursable debit network fees, postage and cther,

' Qther operating expanses include Aestructurng, net; impakments; Litigation and reguiatory settierments, and Other charges.

e Other income {expense) includes Interest income, interest expense, lnvastment gains and losses, Divestitures, net and Debt repayment costs.

& in March 2002, the Company's Board of Directors declared a 2-for-1 stock spiit of the Company's common stack o be effected in the form of a stock dividend, Sharehoiders of record

on May 20, 2002 received one share of the Company's comman stock for each share owned. The distribution of the shares occurred after tha close of business on June 4, 2002,

Domestic active card accounts on file include bankcard and retail customer accounts that had a balance or any monetary posting or authonzation actinty during the last month of the
quarter.

international card accounts on fila include bankcard and retail accounts.

Domestic merchant transactions include acquired VISA and MasterCard credit and signature dehit, PIN-debit, electronic benefits transactions (“EBT™), and processed-only or gateway
customer transachions at the point of sale {"PCS"). Domestic merchant transactions also include acquired ATM transactions, gateway trensactions at ATMs, and STAR PiN-debit POS
transactions received from other acquirers.

Domestic debit issuer fransactions include VISA and MasterCard signature debit, STAR ATM, STAR PIN-debit POS and ATM and PIN-debit POS gateway transactions.

International transactions inciude VISA, MasterCard and other card association merchant acquinng and switching and debit issuer transactions for clients outside the U.S. Transactions
include creait, signature debit and PIN-debit POS, POS gateway and ATM transactions. Transactions for prior years have been adjusted to conform to current year presentation.
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Management's Discussion and Analysis of Financial Condition and Results of Operations

Overview o

First Data Corporation (“FDC" or “the Company”), with headquarters
in Greenwood Village, Colorado, operates electronic commerce
businesses providing services that include merchant transaction
processing and acquiring services; credit, retail and debit card issuing
and processing services; official check issuance; and check guarantee
and verffication services.

SEGMENT REALIGNMENT

In November 2005, Charles T. Fote, the Chief Executive Officer, President
ancd Chairman of the Board of Directors of FOC, retired. Henry C. Duques
was named the Company’s Chief Executive Cfficer in November 2005
and became the Chairman of the Board of Directors on January 1,
2006. In connection with this change in leadership, changes were
made to the Company’s senior management and organization of the
business. Baginning in 2006, the Company began making strategic and
operating decisions with regards t¢ assessing performance and allocating
rescurces based on a new segment structure which includes four
business segments: First Data Commercial Services, First Data Financial
Institution Services, First Data International and Integrated Payment
Systems (“IPS”"). Western Union was a separate operating segment
prior to its spin-off in September 2006 at which paint it was reflected in
discontinued operations. A summary of the segments follows:

= The First Data Commercial Services segment is comprised of
businesses that provide merchant acquiring and processing, debit
network acquiring and processing, check verification and guarantee,
and prepaid card services. Merchant acquiring operaticns are
the largest component of the segment'’s revenue, facilitating the
merchants’ ability to accept credit and debit cards by authorizing,
capturing, and setiling merchants’ credit, debit, stored-value and
lovalty card transactions. Many of the segment’s services are offered
through joint ventures and other aliance arrangements.

» The First Data Financial Institution Services segment is comprised
of businesses that provide credit and retail card processing, debit
card processing and network services, output and remittance
processing services. The credit and retall card processing and
debit network processing businesses provide services which enable
financial institutions and other organizations offering branded
credit cards, branded debit cards and retail private label cards to
consumers and businesses to manage customer accounts. The
output services business provides printing and embossing services
to clients processing accounts on the Company’s platform, as well
as those using alternative platforms. The remittance processing
business processes remittances for third-party organizations. The
segment's largest components of revenue consist of fees for account
management, transaction authorization and posting, and network
switching, as well as reimbursable postage.

w» The First Data International segment is comprised of businesses
that provide the following services outside of the United States:
credit, debit and prepaid card processing, merchant acquiring and
processing: and ATM and point-of-sale (“POS”) processing, driving,
acquiring and switching services. The largest components of the
segment’s revenue are fees for facilitating the merchants’ ability to
accept credit and debit cards by authorizing, capturing, and settling
merchants' credit, debit, stored-value and loyalty card transactions as
welt as for transaction authorization and posting, network switching
and account management.

» The Integrated Payment Systems segment's most significant
operations involve the issuance of official checks and money orders
by agenis which are typically banks ar other financial institutions.
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Official checks serve as an alternative to a bank's own disbursement
items such as cashiers or bank checks. This segment also provides
other payment services such as remote deposit, clearing services
and processing which ocour in varicus forms such as checks, ACH,
wire transfer and stored-value cards. A large component of revenue
is earnings on invested funds which are pending settlemeant.

To achieve its financial chjectives, the Company focuses on internal
revenue growth, supplemented by strategic acguisitions. internal growth
is achieved through building its consumer brands and entering into new
and strengthening existing alliance partner relationships. Internat growth
also is driven through increased demand through growth of clients and
partners. The Company has long-standing relationships and long-term
contracts with these clients and partners. The length of the centracts
varies across the Company's business units, but the majority are for
multiple years.

Acquisitions supplement the Cempany's efforts to access new
markets and client groups, while the Company may divest businesses
that no longer complement the Company’s cverall strategic plan. FDC's
acquisitions typically complement existing products and services,
enhance the Company’s product lines, expand its customer base and
expand its offerings geographically. The Company leverages its existing
brands, alliance relationships and infrastructure (e.g., established sales
force) to complement and introduce the acquired company’s products
to new markets, customers and geographic areas.

INDUSTRY

The Company expects that the shift from cash and paper check
transactions to electronic and card transactions will continue tc create
growth opportunities. However, the decrease in the use of checks
will negatively affect the Company's check verification and guarantes
business, as well as remittance processing, and therefore partially offset
the growth opportunities. Bank industry consolidation impacts existing
and potential clients in FDC's service areas. The Company's alliance
strategy could be impacted negatively as a result of consclidations,
especially where the banks invclved are committed to merchant
processing businesses that compete with the Company. Conversely,
if an existing allance bank partner acquires a new merchant business,
this could result in such busiress being contributed t¢ the alliance. Bank
consolidation has led to an increasingly concentrated client base in the
industry, resulting in a changing client mix for Financial institution Services
as well as increased price comprassion.

FINANCIAL STATEMENT RESTATEMENT

On August 22, 2006, management of FDC and the Audit Committee
of its Board of Directors made the decision to restate the Gompany's
previously issued Consolidated Financial Statements for the years ended
December 31, 2004, 2005 and the first two quarters of 2008. The
Company arrived at this decision after an extensive review of its accounting
for derivatives. The restatement pertained t¢ the initial documentation
for certain derivative instruments relating to the Company's interest rate
swaps associated with its official check business, within the Integrated
Payment Systems segment, which the Company determined did not
meet the requirements to qualify for hedge accounting.

The Company historically has intended te use derivative instruments
to mitigate changes in interest rates. Certain interest rate swaps
associated with the official check business were used to hedge
its commission payment cbligation and were designated as cash
flow hedges. The Company had applied hedge accounting to these
derivatives, which produced financial statement results that were
consistent with the economics of these transactions; however, the
Company determined that its hedge documentation was not adequate
at the inception of the derivative agreements to qualify for hedge
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accounting. As a result, changes in the fair market value of these
certain derivative instruments have been recognized in the Consolidated
Statements of Income in the “Investment gains and {losses)” line.
Previously, changes to the fair value of these derivative instruments
were recognized in the "Other comprehensive income” line in the
Consolidated Balance Sheets and did not directly impact net income.
Additionally, any previcusly realized amounts associated with these
derivatives have been reclassified out of revenue into the “Investment
gains and {losses)" line. This change has resulted in volatility in net
income for the pericds presented.

In September 20086, the Company terminated most of the above
noted interest rate swaps and entered into new interest rate swaps that
qualify for hedge accounting under Staterment of Financial Accounting
Standards No. 133, “Accounting for Derivative Instruments and Hedging
Activities” (“SFAS 133”). These new interest rate swaps were entered into
to mitigate fair value risk related to changes in interest rates associated
with long-term investments in its cfficial check business' investment
portiolio and were designated as fair value hedges. Changes in the fair
value of these interest rate swaps that are designated and qualify as
fair value hedges are recorded immediately in earnings along with the
comresponding and offsetting changes in fair values of the hedged items.
The above noted actions will alleviate the volatility in net income noted in
the previous paragraph beginning in the fourth quarter 2006.

SPIN-OFF OF WESTERN UNION

On September 29, 2006, the Company separated its Wastern Union
maoney transfer business into an independent, publicly traded company
through a spin-off of 100% of Western Union to FOC shareholders in a
transaction intended to qualify for tax-free treatment (“the spin-off”). The
Company received a favorable ruling from the internal Revenue Service
with respect to the spin-off, which assurmed, among other things, the
accuracy of the representations made by FDC with respect 1o certain
matters on which the Internal Revenue Services does not rula. The new
Western Union Company consisis of the consumer-io-consumer and
consumer-to-business money transfer businesses {including the Weastern
Union, Vigo, and Orlandi Valuta brands) and related businesses. FDC and
Western Union are independent and have separate public ownership,
boards of directors and management. To facilitate Western Union's
separation from FOC, FDC is providing ceriain services to Weastern Union
during a transition period. Additionally, the Company and Western Union
entered into various commercial service agreements which are long-term
agreements to provide ongoing services.

Immediately prior to the spin-off, Western Union transferred $1
billion of Western Union notes and $2.5 billion in cash to FDC. On
Saptember 29, 20086, the Company exchanged these Western Union
notes for FDC debt (commercial paper) held by investment banks {“the
debi-for-debt exchange”). The Company utilized approximatety $2.1
billion of the $2.5 billion cash to repurchase commercial paper and debt
through a cash iender offer and other repurchases. This was done as
part of the Company's plan to decrease its outstanding consolidated
indebtedness after the Western Union spin-off,

In connection with the distribution by the Company of all of
the outstanding shares of common stock of Western Union to the
stockholders of the Company, the Company entered into certain
agreements with Western Union to govern the terms of the spin-off
and to define the ongoing retationship between FDC and Wastern
Union following the spin-off. The Company effected the contribution
to Western Union of the subsidiaries that operate Western Union's
business and related assets on an “as is, where is” basis without
any represeniations or warranties. The Company generally has not
retained any of the liabilities associated with the subsidiaries or assels
contributed to Western Union, and Western Union and the contributed

subsidiaries have agreed to perform and fulfill all of the liabilities
arising out of the operation of the contributed money transfer and
consumer payments businesses. Western Union also has indemnified
the Company for taxes attributable to Western Union with respect to
periods before the spin-off.

DISCONTINUED OPERATIONS

The historic results of operations of the Western Union Company, Primary
Payment Systems ("PPS"), IDLogix and Taxwarg, LP ("Taxware™) are
presented as discontinued operations due to the spin-off or sale of these
entities. All prior period amounts presented in the financiat statements
and management's discussion and analysis have been adjusted to
reflect this discontinued operation presentation. Descriptions of these
transactions are provided in the “2006 Acquisitions and Dispositions”
section below.

Discontinued operations for 2006 alse include non-recurring separation
costs related to the spin-off of Western Union of approximataly $48
million, pretax. These non-recurring separation costs include investrment
banker fees, external legal and accounting fees to affect the spin-off,
costs to separate information systems and consulting costs incurred
to assist in managing the spin-off. Discontinued operaticns for 2006
additionally include gains on the sale of PPS and IDLogix of approximatety
&1 millicn, net of tax, and Taxware of approximately $43 million, net of
tax and minority interest.

The Company divested its 84% ownership of NYCE, an electronic
funds transfer network, on July 30, 2004. The sale agreement of NYCE
contemplated potential adjustments to the sales price that became
estimable in the fourth quarter 2005. The estimated adjustment to the
sales price of $28.2 million was recorded in the fourth quarter 2005
and was presented net of the related disposition reserve and taxes in
discontinued cperations on the Consolidated Statements of Income.
During the first quarter of 2006, the adjustment to the sales price was
finalized resulting in an additional charge of $1.6 million, which also
was presented in discontinued operations, and was $1.0 million net
of taxes,

OFFICIAL GHECK AND MONEY ORDER WIND-DOWN

Upon completion of a strategic review of its official check and money
order operations, the Company has decided to gradually exit this line of
business over a period of two to three years. While the Company intends
to serve existing clients through the end of their respective contract
terms, expiring contracts will not be renewed on a long-term basis.
Client contracts representing approximately 60% of portfolio balances
will expire in the next two years. Over the next four 10 six months, the
Company will convert most of the associated long-term instruments into
more liquid instruments of shorter duration. The net costs associated
with the re-positioning of the portfolio and the wind-down cannot be
accurately estimated primarily due to unpredictable dynamics in the
municipal bond markets. The wind-down is expected to have minimal
impact on the Company's tax rate in 2007,

2006 FINANCIAL SUMMARY
Significant financial and other measures for the full year ended
December 31, 2006 include:

= Total revenues increased 8% from 2005 with Commercial Services
segment growing 10%. Financial Institution Services segment
decreasing 2% and International segment revenue growing 38%.

» (ash flows from gperating activities from continuing operations
increased 8% to $1.3 billion. During 20086, the Company disbursed
$287.5 million for business and portfolio acquisitions, net of cash
acquired, and $300.1 million in capital expenditures.
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s For 2008 compared 1o 2005, domestic merchant transactions
increased 13% to 25.5 billion; domestic debit issuer transactions
increased 19% to 9.4 billion; and international transactions increased
63% 10 4.6 billion.

2008 ACQUISITIONS AND DISPOSITIONS

= In March 2006, the Company acquired substantially all the assets of
ClearCheck, inc. (*ClearCheck™, a full-service provider of retum check
management systems for major retailers and supermarkets across
the United States. ClearCheck is reported as part of the First Data
Commercial Services segment.

« InJune 2006, the Company acquired Gesellschaft fur Zahlungssysteme
(“GZS", a German processor of cashless, card-based payment
transactions. GZS is reported as part of the First Data Internationat
segment. As part of the acquisition, the Company acauired easycash,
a network solutions provider and a 100% owned subsidiary of GZS.
As a condition for approval of the acquisition of GZS by FOC, the
German Federal Cartel Office required that FDC sell the easycash
subsidiary of GZS which competes directly with FDC's subsidiary
TeleCash GmbM and Co. KG. The sale of easycash was completed
in the fourth quarter 2006 for a purchase price equal to its allocated
fair value resutting from the GZS acquisition.

» In July 2006, the Company sold the majority of its ownership interest
in its subsidiaries PPS and IDLogix to five national financial institutions
to form Earty Waming Services, LLC. FOC's remaining interest in Earty
Warning Services, LLC is accounted for using the equity method of
accounting, is reflected in the “investment in affiliates” line itern of the
Consolidated Balance Sheets and is reported within All Other and
Corporate.

= [n August 2006, the Company acquired Peace Software {‘Feace”),
a Customer Information System product company that develops
advanced software for managing utility biling and customer care.
Peace is reported as part of the First Data Financial Institution Services
segment,

# |nNovember 2006, the Company sold its subsidiary Taxeware to ADP®
Employer Services, a division of Automatic Data Processing, Inc.

s In Dacember 2008, the Company acquired Argencard, S.A.
(“Argencard”), a provider of card issuing and merchant acquiring
services in Argentina and Uruguay. Argencard is reported as part of
the First Data International segment.

Management is responsible for establishing and maintaining adequate
internal control over financial reporting as defined in Rules 13a-15{f) and
15d-15(f) under the Securities and Exchange Act of 1934. As allowed
by the SEC, the Company's policy is to not include in management’s
assessment of internal controls the internal controls of acquired comparies
in the year of acquisition if the Company deems that an assessment could
not be adequatety accomplished in the normal course of business. All
acquisitions noted above that closed in 2006 were not within the scope
of management's report on internal conirols over financial reporting. The
Company does not deem these acquisitions significant, individually or in
aggregate, to the Consolidated Financial Statements.

ADOPTION OF SFAS 123R

The Company adopted Statement of Financial Accounting Standards
No. 123R, "Share-Based Payment” ("SFAS 123R"), foliowing the
modified prospective method effective January 1, 2006. SFAS 123R
requires all share-based compensation to employees to be recegnized
in the income statement based on their respective grant date fair values
over the corresponding service periods and also requires an estimation
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of forfeitures when calculating compensation expense. Share-based
compensation accounted for under SFAS 123R impacted earnings per
share from continuing operations by $0.05 for the full year 2006.

Prior to the adoption of SFAS 123R, the Company followed APB
Opinion No. 25, "Accounting for Stock Issued to Employees,” in its
accounting for stock compensation. Stock comgpensation expense
recognized in 2005 impacted income from continuing operations by
$11.3 million resulting from restricted stock expense and the effect of
accelerated vesting of certain stock options (see discussion below) and
restricted stock awards.

In December 2005, the Company accelerated vesting of all outstanding
unvested stock options granted by the Company to its officers and
employees under the Company’s 2002 Long-Term Incentive Plan. The
decision to accelerate the vesting of these stock options was made
primarily 1o reduce share-based compensation expense that otherwise
likehy would be recorded in future periods following the Company’s adoption
of SFAS 123R, The Company recognized compensation expense from
continuing operations of $9.6 milion during the fourth quarter of 2005
related to accelerated vesting.

Refer to Note 15 of the Company's Consclidated Financial Statements
for a complete discussion of the Company's stock-based compensation
plans and the adoption of SFAS 123R.

COMPANYWIDE INITIATIVES

The Company has several significant initiatives related to data center
consalidation, platiorm consolidation and global sourcing. Each of these
initiatives is at different stages in their execution and development. The
Company's international operations have developed a design ior data
center consolidation and server aptimization and are moving forward
with the implementation of this plan in 2007. International also is moving
forward with its platfarm consolidation and within a two to three year
timeframe will have moved substantially all of their clients currently on the
Equasion card issuing platform io the VisionPLUS platform. The domestic
data center and platform consolidations are currently in the planning
stages. The Company anticipates the consolidations will take over two
years to complete once started in 2007. The domestic consolidations
are not expected to have a material impact on cperating profit in 2007
but may be more significant in future periods. With global sourcing,
the Company will sourca the most cost effective service from the most
efficient marketptace. This may result in certain restructurings.

Segment Discussion S
FIRST DATA COMMERCIAL SERVICES SEGMENT
Commercial Services continues to grow in credit, signature debit and PIN-
debhit processing through the strength of its merchant alliances, focused
sales force efforts and the development of new POS technologies and
payment methods. The Company continues to expand its merchamt
alliance program and has one alliance that meets the Securities Exchange
Commission's significant subsidiary test. Financial resutts of the merchant
alliance strategy appear both in the *Transaction and processing
senvice feas revenue” and “Equity earnings in affiliates” line items of the
Consolidated Statements of Income. The Company afso continues to
expand its association with Independent Sales Organizations (*ISO")
along with the merchant alliance program to sign-up new merchants.
In July 20086, the Company announced the signing of an agreement
with Discover Financial Services LLC {“Discover"}, a business unit
of Morgan Stanley, whereby FDC can offer Discover Network card
acceptance as part of an integrated service to small and medium-sized
merchants. First Data salas channels will have full responsibility for
processing, settlement, risk management and customer service for
the merchant accounts. Asscciated with this agreement, the Company
also acquired a portfolio consisting of the Discover relationships that
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compliments the Company's current bankcard customers and will buyout
a ravenue share as part of the larger relationship with Discover. The
buyout of this revenue share will result in a first quarter 2007 expense
charge impacting earnings per share by approximately $0.01 in the
quarter. The Company anticipatas recovering the $0.01 earnings per
share over the subsequent three to four gquarters.

Commercial Services segment revenues are driven largely by the
number of transactions (and to a lesser degree, dollar volumes). Consurmers
continus to increase the use of credit, debit and stored-value cards in place
of cash and paper checks, with the decrease in use of checks negatively
affecting the Cormpany's check verification and guarantee business. The
Company expects that if, for example, consumer-spending increases
in cormelation to an improved economy, the Company will experience a
relatively proportionate increase in transactions. Internet payments continue
to grow but acoount for a small portion of the segment’s transactions. White
fransactions over the intermet may involve increased risk, these transactions
typically generate higher profits for the Company. The Company continues
to enhance its fraud detection and other systems to address such risks.

The Company experienced transaction growth in the PIN-clebit market
in 2006 that exceeded the growth in the ¢redit market and the Company
expects this growth trend to continue. Trends in consumer spending
between national, regional and boutique merchants impact revenue and
operating margins as revenue per transaction and operating margins
from national merchants are typically less than regional and boutique
merchants. The segment has historically experienced three to five percent
annual price compression on average, with price compression for the
national merchants being higher. As consurners shift spending to national
merchants and the Company experiences additional competition for
national merchant contracts, results of operations could be negatively
impacted if increased transaction volume is not sufficient to compensate
for the lower pricing. The Company currently mitigates this impact
through a mix of national. regional and boutique merchants across a
diverse industry set. Expanse reductions and enhanced product offerings
also help mitigate this impact.

Partially offsetting the decline in paper check volume noted above,
the Company experienced growth in “Check services™ revenue due to
the expansion of the Electronic Check Acceptance (“ECA") product with
existing large national retailers during the fourth quarter 20086. This growth
in ECA guarantee revenue is expectad to continue in 2007. ECA offers
electronic check acceptance, incorporating authorization, settlement
and collections.

The purchase and sale of merchant contracts is an ordinary slement
of the Company’s Commercial Services business as is the movement of
merchant contracts between the Company and its merchant alliances,
its IS0 partners and other third parties. The Company periodically
evaluates its merchant portfolics. The Company or a merchant alliance
may purchase or sell a portfolic of contracts outright. Other times a
partner may purchase the Company's interest in a merchant alliance.
This gives the partner 100% ownership in the underlying merchant
contracts as compared {0 a partial interest in a joint venture alliance that
owns the coniracts. Other times the formation of a merchant alliance
involves the sale or purchase of an interest in a portfolio of the Company’s
merchant contracts to the joint venture partner for cash. Management
considers these transactions to be in the ordinary course of managing
the Company's business, and therefore, the gains from selling these
revenue-generating assets are included within the “Product sales and
other" component of revenues.

FIRST DATA FINANCIAL INSTITUTION SERVICES SEGMENT

Financial Institution Services continues to focus on converting its account
pipeline, developing new product offerings, maximizing productivity and
system capacity, growing through exgansion into adjacent markets, and
making selective acquisitions. In late June 2006, the segment converted
the Citi/Sears Retail Private Label and the Citi/Sears MasterCard accounts
onto its processing platform. In August 2008, the Company acquired
Peace, a Customer Information System product company that develops
advanced software for managing utility billings and cusiomer care.

The undertying economic drivers of card issuance are population
demographics and employment. Strengthening in the economy typically
results in an improved credit risk profile, allowing card issuers 10 be
more aggressive in their marketing campaigns 10 issue more cards. The
Company centinues 1o see a shift to the use of PIN-debit cards from
credit, signature debit, checks and cash. PIN-dehit transactions have
been the fastest growing type of transaction.

As previously disclosed, Wells Fargo Bank notified the Company in
sarly 2006 of its intent to begin in-house processing of a majority of their
signature debit card portfolios. The timing of this deconversion has been
delayed from 2006 to the fourth quarter 2007 . Two additional customers
have provided notice of their intent to begin in-house processing of
their signature debit portfolics in mid 2007. These losses represent
approximately 4% of the segment's revenue.

FIRST DATA INTERNATIONAL

The First Data International segment businesses operate in four
geographic regions: EMEA includes European, Middle Eastern and
African countries and provides card issuing processing, merchant
acquiring and processing, and ATM and POS processing, driving,
acquiring and switching services across the region; LAC includes Canadia
and tatin American and Caribkean countries and provides merchant
acquiring and processing, card issuing processing, software licensing
and debit switching services; ANZSA includes Australia, New Zealand
and South Asian countries and provides merchant acquiring, processing
and switching services, managed service card processing and owns and
operates an ATM network in Australia; and CNA inciudes China and North
Asian countries and mainly provides merchant POS transaction switching
services, software licensing, card issuing processing services and host
processing services. The primary service offerings of the International
segment are substantially the same as those provided in the Commercial
Services and Financial Institution Services segments.

The EMEA region is the largest region and accounted for approximately
B0% of the segment’s revenue for 2006, 2005 and 2004 with ANZSA
accounting for over 16% and LAC accounting for over 15% of the
segment’s revenue for the same periods. The CNA region accounted for
the remaining revenue other than certain businesses that accounted for
approximately 1% of the segment’s total revenues that do not operate
on a geographic basis,

The Company continues to focus on acquisitions across the world
and integration of these acquisitions. In 2006 the Company's international
acquisitions included the Banca Nazionale del Lavoro (“BNL") joint
veniure, GZS and Argencard.

As noted above in the “First Data Commercial Services” discussion,
the purchase and sale of merchant contracts is also an ordinary element
of the Company's International business, as is the movement of merchant
contracts between the Company and its merchant alliances.

In September 2006, the Company signed a strategic, long-term
agreerment with Barclaycard to provide credit card and loan processing
for Barclaycard's new partnership programs in the U.K, on the Company's
VisionPLUS processing platform. The Company signed long-term
contract extensions for its card processing relationship with Uoyds and
its electronic funds transfer services retationship with Cuscal Limitad.
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INTEGRATED PAYMENTS SYSTEMS

The IPS segment businesses generate investment income from
investing funds pending settlement from the sales of official checks and
money orders or fee revenue from check processing or other payment
management services. Funds pending settlement are invesied in high
quality instruments issued by municipalities to minimize exposure 10
credit risks. The Company pays its agents commissions based on short-
term variable rates and the balance of cutstanding checks or money
orders. The Company nets the commissions paid to agents against the
revenue it earns from its investmenis as well as the interest impact of
the associated hedges of the investments. An increase in interest rates
generalty will result in less investment income since the resulting increase
in commissions paid would be larger than the increase in interest income
on the investrments since the interest rate swaps only hedge part of the
investment portfolio.

The Company is exposed to market risk from changes in interest
rates. The Company's assels inctude both fixed and floating rate
interest-bearing securities. These investments arise primarily from the
Company's sale of payment instruments {principally official checks and
money orders). The Company invests the proceeds from the sale of
these instruments, pending the settlement of the payment instrument
obligation. The Company has classified these investments as available-
for-sale. Accordingly, they are carried on the “Setflement assets” line of
the Company's Consolidated Balance Sheets at fair market value.

The Company’s cbjective in managing interest rate risk is to mitigate
the risk that earnings and the market value of the investments could
be adversely impacted by changes in interest rates. The Company has
developed a risk management program to quantify this risk utilizing
advanced portfolio modeling techniques. The Company hedges a majority
of this risk through the use of interest rate swap agreements, which convert
the fixed rate investments inlo variable rate, thus hedging the impact of
market valuation of these long-term investments.

The above noted interest rate swaps and hedging strategy was
expanded in September 2006 when the Company terminated most of its
interast rate swaps that did not qualify for hedge accounting previously
associated with the 1PS business and entered into new interest rate
swaps that qualify for hedge accounting as fair value hedges under SFAS
133 (see "Overview"—Financial Statement Restatement). These new
interest rate swaps were entered into to mitigate fair value risk related
to changes in interest rates associated with long-term investments in its
official check business’ investment portfolio and were designated as fair
value hedges. Changes in the fair value of these interest rate swaps that
are designated and qualify as fair value hedges are recorded immediately
in earnings along with the corresponding and offsetting change in fair
value of the hedged items.

ALL OTHER AND CORPORATE

All Other and Corporate is comprised of the Company’s business units
not included in the segments noted above as well as the Company's
Corporate results.

In December 2006, the Company repurchased $1.8 hillion aggregate
principal amount of its outstanding notes as part of a cash tender
offer and approximately $100 million of notes as part of a private
arrangement. Also in the fourth quarter 2006, approximately $450 million
of the Company's commaercial paper was repaid. In January 2007, the
Company repurchased an additional $91 million of debt. In addition,
on September 29, 2006, the Company exchanged approximately $1
billion of Western Union notes received in connection with the spin-off
for a similar amount ¢f the Company’s outstanding commercial paper.
The debt repurchases were done as part of the Company's plan to
decrease its outstanding consolidated indebtedness after the Western
Union spin-cff.
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In July 20086, the Company anncunced an agreement to settle its legal
dispute with Visa USA, Inc. (*Visa") over the processing of Visa payment
card transactions. The Company and Visa agreed te work together on
various product and business development initiatives which could provide
mutual benefit to them and improve the electronic payments industry.
Visa will provide financial support for these initiatives. As a result of the
settlenent, the Company recognized a benefit of approximately $45
million, pretax, in the third quarter 2006 in the “Litigation and regulatory
settlements” line item of the Consclidated Statements of Income. The
Company also agreed to transition all transactions being intra-processed
on the Company's Omaha platform to Visa's system, and to route all
future Visa-branded transactions through VisaNet subject 10 certain
exceptions.

Components of Revenue and Expenses

The following briefly describes the components of operating revenues
and expenses as presented in the Consolidated Statements of Income.
Descriptions of the revenue recognition policies are included in Note 1
of the Consolidated Financial Statements.

Transaction and processing service fees — Transaction and processing
service fee revenue is comprised of fees related to merchant acquiring;
check processing; credit, retail and debit card processing; output and
remittance processing; the issuance of official checks and money orders
by agents; and payment management services. Revenues are based ona
per trangaction fee, a percentage of dollar volume processed, accounts on
file or some combination thereof. These revenues represent approximatety
71% of FDC's revenues for the year ended Decemnber 31, 2006 and are
most reflective of the Company's core business perfarmance. Merchant
serviges ravenue is comprised primarily of fees charged to merchants
and processing fees charged to alliances accounted for under the equity
method. Merchant discount revenue from credit card and signature
debit card transactions acquired from merchants is recorded net of
interchange and assessmenis charged by the credit card associations.
Check services revenues include check guarantee and verification fees
which are charged on a per transaction basis or as a percentage of the
face value of the check. Card services revenue related to credit and retail
card processing is comprised primarily of fegs charged to the client based
on cardholdar accounts on file, both active and inactive. In addition,
delivery of output services consists of printing statements and letters and
emhossing plastics. Debit network processing service fees are typically
based on transaction volumes processed. Other services revenue
includes all other types of transactional type revenue not specifically
related to the three classifications noted above.

Intvestment income, net—Revenue is derived primarily from interest
generated by invested setlement assets within the IPS and Commercial
Services segments and realized net gains and losses from such assets.
This revenue is recorded net of official check agents’ commissions,

Product sales and other — Sales and leasing of POS devices in the Commercial
Services segment are the primary drivers of this revenue component,
providing a recurring revenue stream. This component also includes
incentive payments, contract termination fees, royally income and gainfoss
from the sale of merchant portfolios, all of which occur less frequently but
are consigered a part of ongoing operations. Also included within this
line item is revenue recognized from custom programming and system
consulting services as well as software licenging and maintenance revenue
generated primarily from the VisionPLUS software in the International
segment and from First Data Government Solutions ("FDGS”) software in
All Other and Carporate.
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Reimbursable debit network fees, postage and other —Debit network fees
from PIN-debit card transactions acquired from merchants are recorded
gross with the associated network fee recorded in the corresponding
expense capticn, principally within the Commercial Services segment.
In addition, the reimbursable component and the offsetting expense
caption represent postage, telecornmunications and similar costs that
are passed through to customers principally within the Financial Institution
Services segment.

Cost of services—This caption includes the costs directly associated
with providing services to customers and includes the following:
telecommunications costs, personnel and infrastructure costs to
develop and maintain applications and operate computer networks and
associated customer support, losses on check guarantee services and
merchant chargebacks, depreciation and amortization expense, and
other operating expenses.

Cost of products sold— These costs include those directly associated with
product and software sales such as cost of POS devices, merchant
terminal leasing costs, and scftware licensing and maintenance costs
and associated amortization and depreciation.

CONSOLIDATED RESULTS

Selling, general and administrative—This caption primarily consists
of salaries, wages and related expenses paid to sales personnel,
administrative employees and management as well as advertising and
promotional costs and other selling expenses.,

ReSU|tS Of Operations rrrerirat AR rarararTsrar
The following discussion for both consolidated results and segment
results refers to the year ended December 31, 2006 versus the same
period in 2005, and the year ended December 31, 2005 versus the same
period in 2004, Amounts include the Concord results of operations from
the February 26, 2004 merger date and all other acquired companies
results of operations from dates of their respective acquisitions.
Consolidated results should be read in conjunction with segment results
which provide more detailed discussions concerning certain components
of the Consolidated Statements of Income. All significant intercompany
accounts and transactions have been eliminated. Results of operations
have been rastated for the years ended December 31, 2005 and 2004
as a result of the financial statement restaternent, segment realignment
and discontinued operations discussed above in "Overview.”

Percent Changs
% of Total 2006 2005

% of Total | % of Total

{in millions, except per share amounts) 2006 Revenue 2005 Revenue 2004 Revenue vs, 2005 va. 2004
Revenues: !
Transaction and processing service fees - $ 5,037.6 1% « § 46589 72% % 46765 71% 8% 0%
Investment income, net ' (128.6) 2 . (33.6) N 228.3 3 . y
Product sales and other 699.8 10 | 817.4 9 £42.9 10 13% (8)%
Reimbursable debit network fees, '

postage and other ' 1,467.6 21 . 1,283.4 20 1,084.7 16 14% 18%

~§ 7,076.4 100% . $ 6,526.1 100% $ 6.633.4 100% 8% (2)%

Expenses; |
Cost of services $ 3,064.9 43% * $ 2,858.7 44% § 2,741.9 41% 7% 4%
Cost of products sold 3009 5 271.7 4 2233 3 11% 22%
Selling, general and administrative 1,157.5 16 1,047.2 16 1,061.6 16 11% (1%
Reimbursable debit network fees, ‘

postage and other 1,467.6 21 ‘ 1,283.4 20 1,084.7 16 14% 18%
Other operating expenses, net . 5.0 — . 142.6 2 120.3 3 : )

_$ 59959 85% | $ 56036 86% $ 52318 79% 7% 7%

Interest income $ 555 8 12.4 $ 231 . 348% (4B8)%
Interest expense {248.0) * (1909 . (116.4) : 30% 64%
Investment gains and {losses) 45.4 ! 84.7 * (116.1) . ‘
Divestitures, net 8.0 - 61.1 265.2 : h
Debt repayment costs {30.8) * — : — ) : :
Income taxes 203.7 o 188.3 356.5 8% {471%
Minority interest (142.3) = (126.9) y (113.8) ' 12% 12%
Equity earnings in affiliates 283.1 * 2329 163.2 22% 43%
Income from discontinued

operations, net of tax 665.7 o 809.9 757.0 v 20%
Net income § 1,513.4 21% ' % 1,717.4 26% § 1,908.3 26% (12)% {10)%
Diluted earings per share from '

continuing operations S 1.09 3 1.03 $ 1.37 6% (25)%

Calcutation not meaningful.
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OPERATING REVENUES OVERVIEW
Transaction and processing service fees

First Data Commercial Services segment —Growth in 2006 compared to
2005 is due to internal growth of existing clients, increased transaction
volumes, new alliances, new sales and pricing changes. TeleCheck
negatively impacted this growth rate. Growth in 2005 compared to
2004 is due to internal growth of existing clients, increased transaction
velumes, new sales and the incremental impact of the merger with
Concord which only included 10 months of results in 2004 partialty
offset by resufts prior to the disposition of GCA Holdings, LLC (*GCA™}
in March of 2004, as well as the deconsolidation of the PNC alliance
in 2005. Adversely impacting the 2005 growth rates were declines in
checks at the point of sale, the loss of certain STAR clients, and the
exit of certain portfolios and contracts in 2004,

First Data Financial Institution Services segment —Revenue decreased
in 2006 versus 2005 most significantly due to deconversions that
occurred in 2005 and price compression partially offset by growih
from existing clients and new business. Revenue in 2005 compared
to 2004 declined mostly due to account deconversions, price
compression and the loss of certain STAR clients. Partially offsetting
this decline was the impact of the merger with Concord which only
included 10 months of results in 2004.

First Data International segment —Revenue increased in 2006
compared to 2005 and 2005 compared to 2004 most significantly
from acquisitions as well as internal growth of existing clients and
henefit from exchange rate movements.

Investment income, net

The decrease in investment income in 2006 over 2005 and 2005
over 2004 was driven by the IPS segment’s official check business.
Rising interest rates caused commissions paid to official check agents
to increase which was partially offset by increases in investment
earnings resulting from rate increases. The Company anticipates its
establishment of new hedge instruments at the end of the third quarter
2006, as discussed above in "Overview," will reduce the investment
income volatility going forward in 2007. In addition, investment
earnings growth in Commercial Services in both periods resulted from
increased interest rates which partially offset the decline caused by
the official check business. Further, the decrease in 2005 compared
to 2004 was due to realized gains on the sale of portfolic investments
in 2005 of less than $1 milion compared to $111.4 million in 2004,

Product sales and other
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Product sales and other increased in 2006 from the comparable
2005 period due to increased terminal sales and leasing revenue,
the impact of acquisitions, an increase in merchant portfolio sales
in 2008 as well as an increase in patent royalty fees partially cffset
by a decrease resulting from contract termination fees received in
2005 in the Financial Institution Services segment. The decrease
in product sates and other revenue in 2005 from the comparable
2004 period was driven by not having a gain on sale of a merchant
portfolio in 2005 compared to $101 millicn generated in 2004. The
decrease substantially was offset by increased contract termination
fees in the Financial Institution Services segment, increased domestic
and international sales and leasing of terminals, and the incremental
impact of the Concord merger and acquisitions.

Reimbursable debit network feas, postage and other

The increases in 2006 reimbursabile debit network fees, postage and
ather revenue and the corresponding expense were due to increases
in debit network fees resulting from higher PIN-debit transaction
volumes and rate increases imposed by the debit networks. Postage
revenue increased in 2006 due to new business and the postage
rate increase in January 2006 partially offset by lost business. The
increasas in 2005 compared to 2004 resulted from increases in debit
network fees resulting from higher PIN-debit transaction volumes,
rate increases imposed by the debit networks and the incremental
impact of the Concord merger. Increases in dabit network fees in both
2006 and 2005 were partially offset by a national merchant routing
a portion of its PIN-debit fransactions directly to a network provider.
Postage revenue increased in 2005 compared to 2004 due to new
business and internal growth partially offset by the impact of account
deconversions on reimbursable postage.

OPERATING EXPENSES OVERVIEW
Cost of services
= The majority of the increase in cost of services far 2006 over 2005

was attributable to the first year results of international acquisitions.
Also contributing to the increase was compensation expense related
to stock options and the employee stock purchase plan (“ESPP")
recognized since the adoption of SFAS 123R on January 1, 2006,
Additienally, the Company recorded higher incentive compensation
accruals in 2006 compared io 2005 due to achieving certain financial
targets. Partially offsetting these increases were lower costs due to
2005 restructuring activities resufting from client deconversions. Cost
of services, as a percentage of transaction and processing service fee
ravenue, decreased slightly for 2006 compared to 2005 as a result of
the items noted above, The Company continues to focus on improving
its cost structure to remain competitive in its markets and to realign
the costs and operating structure for the new First Data subsequent
to the spin-off of Western Unicn. The increase in cost of services in
2005 over 2004 was driven by the larger impact of acquisitions in
2005 over 2004 net of the effect of dispositions. Significant offsets to
the above included the decrease associated with the deconsclidation
of PNC for 2005 results, check warranty expense, chargeback
expense as well as, based on certain compensation plan financial
performance measures not being met, a significant decrease in the
amount accrued with respect to incentive compensation for all levels
of employees. Cost of services, as a percentage of transaction and
processing service fee revenue, increased slightly for 2005 compared
to 2004 as a result of tha items noted above.

Cost of products sold

Cost of products sold increased in 2006 in comparison to 2005 as
the result of increases in costs associated with the sale and leasing
of terminals and the inclusion of the 2005 acquisitions partially offset
by lower conversion costs written off due to coniract terminations
recognized in 2006 versus 2005. The increase in 2005 over 2004 is
attributable to conversion costs written off due to contract terminations
in the Financial Institution Services segment, increases in costs
associated with sales and leasing of terminals, and the inclusion of
the forrmer Concord operations for the full year in 2005 compared
to activity from the date of the merger in February 2004. Other
acquisitions only had a minimal impact in 2005 compared to 2004,
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Selling, general and administrative

» Selling, general and administrative expenses increased for 2006
compared to 2005 due to the results of 2006 and 2005 acquisitions,
expenses related to stock options and the ESPP, and increases in
other employee-related expenses. The Company also recorded higher
incentive compensation accruals in 2006 in comparison to 2005 as
noted above. Partially offsetting the increase was a decrease in legal
expenses. Selting, general and administrative expenses increased
for 2005 compared to 2004 due to acquisitions. The impact of the
acquisitions includes the expenses of those that closed in 2005 and
the expenses from January 1, 2005 to the anniversary dates of the
merger with the former Concord businesses and the acquisitions of
Cashcard and First Data Hellas. Partially offsetting the increases in

expense was the above-described significant decrease in the amount
accrued with respect to incentive compensation for all employees.
Selling, general and administrative expenses, as a percentage of
transaction and processing service fee revenue, was relatively flat in
2006 compared to 2005 and 2005 versus 2004.

OTHER OPERATING EXPENSES, NET

Cther operating expenses related to restructuring, impaiments, litigation
and regulatory settlernants and other totaled $5.0 mifion, $142.6 million
and $120.3 million for the years ended Decernber 31, 2006, 2005 and
2004, respectively, and are presented on the Consolidated Statements
of Income under those respective descriptions.

2006 Activities
Pretax Benefit (Charge}
First Oata
First Data Financial Integrated
Commercial Institution First Data Payment All Other and

Year ended Decemnber 31, 2006 (in milkons) Services Senvices international Systams Corporate Total
Restructuring charges $ (4.6 $ (2.3 3 (15.2) $ 02 £ (5.0 £ (27.3)
Restructuring accrual reversals 0.3 1.0 — 0.9 3.3
lmpairments — (2.9) 0.8 — (14.1) (16.1)
Litigation and regulatory setttements (7.6) _ — — 42.4 34.8
Other — 0.3 — — — 0.3
Total pretax benefit {charge), net of reversals $ (11.9 $ (3.8 $ (13.3) $ 0.9 $ 242 3 (5.0

Associated with the realigning of the Company’s operating structure
related to shared service functions and global technology functions,
including data centers, a Company initiative to reduce operating costs
to the appropriate level after the spin-off and certain business driven
restructurings, the Company recorded restructuring charges comprised
of severance totaling $24.6 million and facility closures totaling $2.7
million for the year ended December 31, 2006. Severance charges
resulted from the termination of approximately 800 employees across
the organization, representing all levels of employees and approximately
2% of the Company's workforce. The restructuring plans associated with
the Company initiative to reduce operating costs and business driven
items were completed in 2006. The Company estimates cost savings
resulting from 20086 restructuring activities of approximately $4 million
in 2006 and $40 million or an annual basis. The Company anticipates
the reatignment of the Company's cperating structure associated with
shared service functions and global technology may continue through
2007 and associated actions may result in additional restructuring
charges in 2007. The Company reversed $3.3 million of prior period
restructuring accruals during the year ended December 31, 2006 related
to changes in estimates regarding severance costs that occurred in
2006 and 20065.

impairment charges related to the impairment of a prepaid asset,
software, terminals and buildings offset partially by gains on the sale of
assets previously impaired.

During the year ended December 31, 2006, the Company recorded
a benefit of approximately $45 million due to the Visa settliement within
All Other and Corporate. Also in 2008, excess litigation accruals in the
Commercial Services segment totaling $7.5 milion were released. The
Company recorded minority interest expense of $3.5 million associated
with this release. The settlement and accrual release were partially offset
by a $15.0 million settlement associated with a patent infringement
lawsuit against TeleCheck, clearing all past and future claims related to
this litigation, and a charge of $2.7 million related to the settlement of a
claim within All Other and Corporate.

The following table summarizes the Company's utilization of
restructuring accruals from continuing operations for the years ended
December 31, 2005 and 2006 {in millions):

Employee Facility

Severance Closure

Remaining accrual at January 1, 2005 $ 235 § 25
Expense provision 759 35
Cash payments and cther {30.7) (2.8)
Changes in estimates {2.5) (0.4)
Remaining accrual at December 31, 2005  $ 66.2 $ 28
Expense provision 24.6 2.7
Cash payments and other (60.4) 3.9
Changes in estimates (3.3) —
Remaining accrual at December 31, 2006 $ 27.1 $ 1.6
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2005 Activities

Pretax Benefit {Charge)

First Data
First Data Financial Integrated
Commercial Institution First Data Payment All Cther and
Year ended Decernber 31, 2005 {in millions) Services Servicas International Systems Corporate Total
Restructuring charges $ (a1 $ (27.9) 3 (20.3) $ (08 3 {115 $ {79.9)
Restructuring accrual reversals 1.7 1.1 0.2 — 0.2 3.2
Impairments 0.2) (4.4) (7.8) — {28.4) (40.8)
Other {8.0) (8.9) (1.1) (4.8) 2.8) {25.6)
Total pretax charge, net of reversals $ (25.6) $ (40.1) $ (29.0) $ {54 $ {42.5) $(142.6)

The Company recorded restructuring charges comprised of severance
totaling $75.9 million and facility closures totaling $3.5 million for the
vear ended December 31, 2005. Severance charges resulted from the
termination of approximately 1,600 employees across the organization,
representing all levels of employees and approximately 6% of the
Company's workforce. In December 2005, the Company implemented
a company wide restructuring of its operations. The restructuring closely
followed a change in the Company's senior managament. The new
management took steps it determined necessary to position the company
for growth, reduce operating costs and build shareholder value. These
restructuring plans were completed in 2005, The Company reversed
$3.2 million of prior peried restructuring accruals during 2005 related
{0 changes in estimates regarding severance and facility costs from
restructuring activities that occurred in 1998 and 2000 through 2006.

In June 2005, Simpay Limited, the only client of First Data Mobile
Payments, announced and executed a plan to cease cperations. As a
result, the Simpay product solutions supporting interoperatile mobile
payments was not launched as planned. Based on these develcpments

2004 Activities

and the completion of a strategic review in August 2005, the Company
significantly reduced the scale of its operations. These actions and the
reduced business outlook led the Company to record asset impairment
charges in All Other and Corporate of approximately $27.6 million in the
third quarter related to goodwill and other assets and $0.9 million in the
fourth quarter related to fixed assets.

In addition, the Company recognized an impairment of $4.4 million
for the write down of two facilities in the Financial Institution Services
segment during the fourth quarter, Impairment charges were also
recorded company-wide during the year related to the write-down of
fixed assets, software and other assets.

During 2005, the Company recognized an “Cther” charge related to
an additionaf accrual of domestic and international escheatment liabilities
related to years prior to 2005. Additionally, other charges related to
reimbursement to certain clients for the misallocaticn of certain pass-
threugh billings, the majority of which related to 2004. The misatlocations
have no impact on prior period expenses.

Pretax Benefit (Charge)

First Data
First Data Financial integrated
Commercial Institution First Data Payment All Other and
Year ended December 31, 2004 (in milions) Sarvices Senvices Internationa! Systems Corporate Total
Restructuring charges $ =8 $ (7.1 $ 274 8 — $ (24.3) $ (63.6)
Restructuring accrual reversals 01 0.9 0.2 — — 1.2
lmpairments 2.7 9.7 (2.0} — {5.5) {0.5)
Litigation and regulatory settlements (32.4) — — — — {32.4)
Other (25.0} — — — — {25.0)
Total pretax benefit (charge), net of reversals $ (64.8) $ 35 $ (20.2) $ — $ (29.8) $(120.3)

The Company recorded restructuring charges comprised of
severance totaling $54.8 million and facility closures totaling $8.8
million for the year ended December 31, 2004. Severance charges
resulted from the termination of approximately 900 employees across
the organization, representing all levels of employees and approximately
3% of the Company’s workforce. The severance charges were due to
the consglidation of various international functions, the closure of certain
FDC operations and locations and the consolidation of certain FDC
administrative operations. These restructuring plans were completed in
2004. The Company reversed $1.2 million of pricr period restructuring
accruals related to changes in estimaies regarding severance cosis
and lease terminations from restructuring activities in 2003, 2001
and 2000.

The Commercial Services segment impairment charges related to
the write-down of leasehold improvements associated with certain
restructuring activities and an impairment of software that is no longer
being fully utilized due to system decisicns influenced by the integration
of Concord,
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The Financial Institution Services segment included a $12.0 million
recovery in 2004 of costs associated with a 2002 impairment of capitalized
customer contract costs related to a customer bankruptcy. Also in this
segment are charges related to the impairment of software that is no
longer being utilized.

The All Other and Corporate impairment charges include the write-
down of fixed assets and goodwill associated with facility closures which
were part of the restructuring actions noted above and an impairment of
First Data Mobile Payments Limited software due to diminished demand
for a preduct offering.

Litigation charges of $32.4 miilion were recorded for the year ended
December 31, 2004 related to a lawsuit associated with a consolidated
merchant alliance in the Commercial Services segment. Minority interest
benefits of $15.4 million related to these charges were recognized in the
“Minority interest” line in the Consolidated Statements of Income.

The Company recognized a $25.0 million pretax charge in the
“Other” line related to adjustments for TeleCheck accounting entries
that originated primariiy during 2002 and 2003.
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INTEREST INCOME

Interest income increased for 2006 compared ta 2005 most significantly
due to an increase in cash as the result of the $2.5 bilion cash transferred
from Western Union on September 29, 2006 until the repayment of
commercial paper in November 2006 anad notes in December 20086.
The increase also is due to an increase in cash due to the issuance of
commercial paper to enable the debt-for-debt exchange in the spin-off as
described above and 1o fund repayment of notes between the Company
and Western Unicn. Interest income also increased due to increased
interest rates. Interest income in 2007 is expected to be relatively
consistent with the interest income seen in the first three quarters of
2006, as the cash balance will not be maintained at such a high level
in 2007. Interest income decreased in 2005 due to the sale in 2005
and 2004 of certain investments acquired in the Concord merger. The
decrease in the investment balances partially was offset by an increase
in interest rates.

INTEREST EXPENSE

Interest expense increased in 2006 compared o 2005 as a result of
higher interest rates, increased commercial paper balances as noted
above, and, less significantly, higher average debt balances during the
first four months of the year related to the issuance of $1 billion in debt
in May 2005. Partially offsetting the increase was the extinguishment
and repurchase of commercial paper in the fourth quarter 2006, the
repurchase of $1.7 billion in aggregate principal amount of outstanding
netes associated with a tender offer and private arrangement in
December 2006 and the exchange of $1 billion of commercial paper in
Septemnber 2006. Interest expense increased in 2005 over 2004 as a
result of increased interest rates as well as a higher average dabt balance
resulting from the issuance of $1 billion in debt during the third quarter
of 2004 and $1 billion in debt issued during the second quarter of 2005.
Interest expense is expected to decrease in 2007 due to the reduction
of debt noted above.

INVESTMENT GAINS AND LOSSES, NET

As discussed above in "Overview”, the Company restated its financial
statements 1o recagnize in earnings the realized derivative amounts,
previously reported in revenue, and unrealized changes in derivative
values, previously reported in other comprehensive income, related 1o
interest rate swaps, previously designated as cash flow hedges which
did not qualify for hedge accounting, associated with its official check
business. These earnings are reflected in the “Investment gains and
(lossas)” line item in the Consclicdated Staterments of Income.

The Company recognized a net investment gain of $33.8 million
for 2006 compared o a net investment gain of $62.4 milion for 2005
associated with interest rate swaps not qualifying for hedge accounting.
The maijority of the change between periods was driven by varying
interest rates which impacted the value of derivatives as well as net
settlements with derivative counterparties. Also, during 2008, the
Company recognized a gain of $10.5 million on the redemption of
MasterCard stock, and additionally, recognized gains on other strategic
investrments,

At the end of the third quarter 20086, the Company terminated most
of the above noted interest rate swaps and entered into new interest
rate swaps that are designated as fair value hedges of investments held
within the IPS investment portfolio. The changes in fair value of these new
interest rate swaps and previous interest rate swaps that were designated
as fair value hedges are reflected as a component of “Investment income,
net” within the IPS segment as are the corresponding and offsetting
changes in fair values of the hedged instruments.

‘The majority of the increase in 2005 over 2004 was due to higher
interest rates which increased the value of the interest rate swaps held
by the Company as well as a decrease in interest payments associated
with the interest rate swaps. Alsc during 2005, the Company recognized
pretax gains of $21.4 million on the sale of CheckFree Corporation
commen stock, nét of charges to exit related hedging instruments, as
well as lesser gains on the sales of other strategic investments. These
gains partially were offset by other than termporary impairments of other
investmenis.

DIVESTITURES, NET
During 2006, the Company recagnized gains on the sale of land,
corporate aircraft, and cther assets.

During 2005, the Company recognized a pretax gain upoen the
divestiture of certain interests including the following: $36.3 million for
the sale of a portion of the PNC alliance, $9.0 million for the sate of its
investment in Link2Gov, and $8.3 million for the sals of its remaining
interest in International Banking Technologies. The Company also
recognized a gain on the sale of a small business and reversed $4.3 million
of divestiture accruals due to the expiration of certain contingencies.

In March 2004, the Company sold its 7% ownership interest in GCA,
which resulted in net proceeds of $435.6 miflion and a pretax gain of
$263.8 million.

DEBT REPAYMENT COSTS

During 20086, the Company recorded a charge of $30.8 million related to
costs associated with the early repayment of long-term debt. Such costs
consisted of net losses on the repayment of debt, expenses associated
with the interest rate swaps associated with the rapurchased debt,
write-oif of unamortized portion of associated deferred financing costs
and certain transaction fees.

INCOME TAXES

FDC's effective tax rates on pretax income from continuing operations
ware 19.4% in 2006 compared to 18.9% and 23.6% in 2005 and 2004,
respectivety. The non-taxabia interest income from the IPS municipal
bond portiolio significantly impacted the effective tax rate from continuing
operations, reducing the statutory rate by approximatety 15, 15 and 9
percentage points for 2006, 2005 and 2004, respectively. The calculation
of the effective tax rate includes most of the equity earnings in affliates
and minority interest in pretax income because these items relate
principally to entities that are considered pass-through entities for income
tax pUrposes,

The increase in the effective tax rate in 2006 compared 10 2005
resulted most significantly from recording a valuation allowance mostly
against the deferred tax asset for foreign tax credits, as well as the impact
of other less significant items parially offset by a larger foreign tax rate
differential. The effective tax rate decrease in 2005 compared to 2004
resulted mostly from a larger impact of non-taxable interest due to lower
taxable income in 20056 compared to 2004 partially offset by recording
a valuation allowance against the deferred tax asset associated with the
First Data Mobile Payments intangible asset impairment. The release
of reserves related to the expiration of a prior year statute also lowered
the effective tax rate in 2005 but to a somewhat lesser extent than a
corresponding release in 2004. In addition, in the second quarter 2005,
the Company recorded a discrete net tax benefit of approximately $7
million related to certain items including the recognition of excess foreign
tax credits and a reduction of a tax rate of a foreign subsidiary and the
resulting change in its deferred tax balance.
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MINORITY INTEREST

Most af the minority interest expense relates tc the Company's
consolidated merchant alliances. The increase in expense for 2006
compared 1o 2005 is due to an increase in the alliances’ income in 2006
as well as a minority interest expense recognized in the second quarter
2006 related 1o the reversal of a 2004 litigation accrual in the Commercial
Services segment.

The majority of the increase in this expense in 2005 is attributable
to lower minority interest expense in 2004 due to the 2004 minority
interest expense benefit recorded in conjunction with restructuring and
impairment charges in the FDGS busingsses, included in All Other and
Corporate, and the charges recarded for the anticipated settlement of
a lawsuit associated with the Commercial Services segment. Partially
offsetting the increases in minority interest expense is the absence of the
minority interest expense associated with GCA that was sold in the first
quarter of 2004 and the minority interest associated with the PNC alliance
that was reclassified as an equity method investment for all of 2005.

EQUITY EARNINGS IN AFFILIATES

The increase in equity earings in affiliates in 2006 compared to 2005
resutted from increased transaction volume maost significantly associated
with the Company’'s unconsolidated merchani alliances. The 2005
increase in equity earnings in affiliates compared to 2004 relates to
increases in volume and mix of the merchant portfclio in one of its
merchant alliances as well as the inclusion of the equity eamings for the
PNGC alliance in 2005 as discussed above.

DILUTED EARNINGS PER SHARE
Diluted earnings per share (“EPS") from ¢ontinuing operations increased
in 2006 compared to 2005 due to the items noted above as well as a
reduction in the weighted-average shares outstanding resulting most
significantly from the Company purchasing shares of common stock
under its stock repurchase program during 2005. The decrease in EPS
for 2005 compared to 2004 is attributable to a decrease in net income
resulting from the items discussed above and most significantly from
the gain on the sale of GCA recognized in 2004 partially offset by the
increases in fair market value of certain derivative financial instruments
associated with the restatement previously discussed and by fewer
outstanding shares resulting from the purchase of treasury stock.

The Company purchased 13.1 million, 42.4 milton and 88.2 million
of its shares under its buyback programs during the years ended
December 31, 2006, 2005 and 2004, respectively,
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Segment Results
Operating segments are defined by Statement of Financial Accounting
Standard {*SFAS™) No. 131, “Disclosures About Segments of an
Enterprise and Related Information” ("SFAS 1317}, as components of
an enterprise about which separate financial information is available that
is evaluated regularly by the chief operating decision maker {“CODM"),
ar decision-making group, in deciding how to allocate resources and
in assessing performance. FDC's CODM is its Chiet Executive Officer.
FDC classifies its businasses into four segments: First Data Commercial
Services, First Data Financial Institution Services, First Data International
and Integrated Payment Systems.

The Company's financial statements reflect Western Unicn, PPS,
IDLogix, Taxware and NYCE as discontinued operations. The results ot
operations were treated as income from discontinued operations, net of
tax, and separaiely stated on the Consolidated Statements of Income,
below income from continuing operations. For segment reporting
purposes, GCA is presented as a divested business and excluded from
the Commercial Services segment revenue and operating profit.

The business segment measurements provided 10, and evaluated by,
the Company's CODM are computed in accordance with the following
principles:

» The accounting policies of the operating segments are the same as
those described in the summary of significant accounting policies.

= Segment ravenue includes interest income, equity earnings in affiliates
and intersegment revenue,

« The portion of Corporate overhead allocated to the segments is based
primarity on a relative percentage of total segment revenue.

= Segment operating profit includes interest income, minority interest
{excluding minority interest related to interest expense and income
taxes) and equity earnings in affiliates net of related amortization
expense.

= Segment operating profit excludes restructuring charges, impairment
charges, significant litigation and regulatory settlement charges,
other charges, interest expense, investment gains and losses,
divestiture gains and losses, debt repayments costs and income taxes
since they are not allocated to the segments for internal evaluation
purposes. While these items are generally identifiable to the business
segments, they are not included in the measurement of segment
operating profit provided to the CODM for purposes of assessing
segment performance and decision making with respect to resource
allocation.

» |nvestment income from the official check portfolio is stated on a
pretax equivalent basis {i.e., as if invesiment earnings on nontaxable
investments were fully taxable at FOC's marginal 1ax rate).
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FIRST DATA COMMERCIAL SERVICES SEGMENT RESULTS

Parcent Change

% of Total 1 % of Total % of Total 2006 2005

{in millions) 2006 Revenue 2005 Revenue 2004 Revenue vs. 2005 vg. 2004
REVENUES:
Transaction and processing service fees | § 2,243.6 54% | § 2,135.0 57% § 2,095.9 58% 5% 2%
Check services 327.3 8 3225 9 368.4 10 1% {12)%
Product sales and other 395.0 10 34386 9 413.1 12 15% (17)%
Reimbursable debit network fees,

postage and ather 831.2 20 689.8 18 523.2 15 20% 32%
Equity earnings in affiliates 283.3 7 237.0 5] 169.8 5 20% 40%
Other revenues 52.9 1 33.6 1 11.7 — 57% 187%
Total revenue $ 41333 100% | § 3,761.5 00% § 3,582.3 100% 0% 5%
Operating profit $ 1,092.3 $ 8945 $ 9453 22% (5%
Operating margin 26% 24% 26% 2pts (@) pts
KEY INDICATORS:
Domestic merchant transactions @ 25,499.9 22,546.7 19,1071 13% 18%

& Domestic merchant transactions inClude acquired Visa and MasterCard credit and signature debit, PIN-dietxt, efectronic benefits transactions, and processed-only or gateway Customer
transactions at the POS. Domestic merchant transactions also include acquired ATM transactions, gateway transactions at ATMs, and STAR PiN-dehit POS transactions receved from

ather acquirers.

SUMMARY

First Data Commercial Services segment revenue increased in 2006
compared to 2005 driven most significantly by merchant acguiring and
related services. Most of this growth was driven by internal growth of
existing clients, increased transaction volumes, new alliances, new sales,
pricing changes and increased debit network fees. TeleCheck negatively
impacted growth rates. Debit network fees assessed by the debit
networks benefited the segment’s revenue for 2006 by $145.4 million.
In the third quarter 2006, the Company began classifying commission
payments to certain 1ISO’s as expense rather than netting them against
revenue consistent with the Company's accounting for other similar
arrangements. The alliance formed with Citibank in 2005 and the above
noted reclassification combined contributed approximately 1% to the
segment's revenue growth rate for 20086,

Commercial Services segment revenue growth for 2005 versus 2004
was impacted positively by internal growth of existing clients, increased
transaction volumes and new sales. These items were offset partially
by the loss of certain STAR clients contemplaled in the merger with
Cancord and the sale of and exit from certain portfolios and contracts in
2004, These offselting items and the deconsolidation of PNC impacted
revenue growth for the year by approximately 7%, Debit network fees
assessed by the debit networks benefited the segment’s revenue
growth by approximately 5%. Alsc affecting the growth rate was the
decline in check verification and guarantee revenue. Revenues for
2005 were impacted positively by the inclusion of the former Concord
operations for the full year in 2005 compared to activity from the date
of merger in February 2004.

TRANSACTION AND PROCESSING SERVICE FEE REVENUE AND EQUITY EARNINGS IN AFFILIATES
The components of transaction and processing service fee revenue and equity earnings in affiliates for the years ended December 31, 2006, 2005

and 2004 respectively, are:

Percent Change
2006 2005
Year Ended Decembar 31, {in millions) 2006 2005 2004 vs. 2005 vs. 2004
Acquiring revenue $ 19154 $ 1,795.3 $ 1,816.4 7% {11%
Prepaid revenue 125.8 15.0 87.3 9% 32%
Processing revenue charged to
unconsolidated merchant alliances 202.4 224.7 192.2 {10)% 17%
Total transaction and processing service fees 22436 2,135.0 2,095.9 5% 2%
Equity earnings in affiliates 283.3 237.0 169.8 20% 40%
Total transaction and processing service fees
and equity earnings in affiliates $ 2,526.9 $ 23720 $ 226857 7% 5%

The increase in acquiring revenue in 2006 compared to 2005 was
driven by increases in transaction volume due to consumer spending at
the point of sale, sales productivity, the alliance formed with Citibank in
2005, as well as the above noted reclassification of certain commission
payments out of revenue and into expense. Also contributing to growth
werea improved merchant retention, activation improvements, the growth
of new alliances and 2006 pricing changes. The reclassification of
certain ISO commission payments contributed approximately 1% to the
acquiring revenue growth rate in 2006 compared to 2005.

The decrease in acquifing revenue in 2005 was due 1o lost revenue
due to the deconsolidation of the PNC ailiance and the subsequent

treatment as an equity method investment effective from January 1,
2005, the sale of a merchant portfolio in the tourth quarter of 2004 and,
to a lesser extent, the exit of certain other portfolios in 2004, and the
loss of certain STAR clients which were contemplated in the merger with
Concord. These items were offset partially by increased transactions, new
alliances, new sales, the alliance formed with Citibank and the inclusion
of Concord for the full year in 2005 compared to activity from the date of
merger in February 2004, Also contributing to growth was an increase
in overall card usage related to increases in the number of locations and
transaction growth at existing merchants.
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The Company's transaction growth rate for PIN-debit slowed
beginning in mid-2005 due to a national merchant routing & portion
of its PIN-debit transactions directly to a network provider, In 2006,
the Company passed the anniversary of this routing change which
benefited total segment transaction growth. One of the items driving
growth in PIN-debit is transactions in the grocery, petroleum and quick
service restaurant markets. Merchant PIN-debit transactions, including
acquired and STAR network transactions, account for approximately
25%, 25% and 24% of total domestic merchant transactions for 20086,
2005 and 2004, respectively. In 2005 compared to 2004 the growth rate
for PIN-debit transactions slowed due to the previously noted national
merchant routing a portion of its PIN-debit transactions directly to a
network provider as well as STAR client deconversions anticipatedin the
merger with Concord. The Company continues 10 see a shift in consumer
behavior toward the use of PIN-debit cards from credit cards, signature
debit cards, checks and cash.

The spread between the transaction growth rate and revenue growth
ratein 2006 and 2005 is caused most significantly by the mix of merchants.
Most of the disparity is within the segment’s portfclics of national
merchants, which drive significant transaction growth and experience
the most price compression. Also contributing to this spread is a lower
average transaction amounit dug to increased usage at merchants such
as quick service restaurants. The segment has historically experienced
three to five percent annual price compression on average, with price
compressian for the national merchants being higher.

Prepaid revenue increased in 2006 compared to 2005 as well as 2005
compared to 2004 as a result of an increase in transactions. A decrease
in growth rates in 2006 compared to 2005 was due to a decrease in the
sale of plastics in 2006 at a major client.

Processing revenue charged te unconsolidated merchant alliances
represents revenues earned from providing processing services to those
alliances. These processing fees are recognized as expense to the
unconsolidated merchant alliances. The decrease in 2006 compared to
2005 is largely a result of restructuring agreements associated with the
Chase Paymentech and PNC Merchant Services alliances. The increase
in 2005 versus 2004 was attributable to revenue from the PNC alliance
that was adjusted retroactively as an equity method investment from
January 1, 2005 after the partial disposition of the Company’s interest
in the fourth quarter 2005,

The increase in equily earnings for 2006 versus 2005 principally
rasulted from increased transaction volume. Additionally, as noted above,
the increase in 2005 compared to 2004 was attributable to revenue from
the PNC alliance that was adjusted retroactively as an equity method
investment from January 1, 2005.

CHECK SERVICES REVENUE
The increase in check services revenue for the year ended December 31,
2006 compared to 2005 results from an increase in ECA processing
revenue upon expansion into more locations of large national retailers,
increased revenues from collection services provided for a national
merchant, and the acquisition of ClearCheck in the first guarter 20086.
These increases partially are offset by the general decline in the paper
check guarantee volumes. The decrease in check services revenue for
the year ended December 31, 2005 compared 10 2004 resulted from
price compression and the general decline in the paper check verification
and guarantee volumes.

PRODUCT SALES AND OTHER REVENUE

The majority of the increase in product sales and other revenues for
2008 compared to 2005 was driven by increased terminat sales and
leases partially offset by decreases in hardware and supplies revenue
and professional services revenue. The decrease in 2005 versus 2004

24

was due to the Company recognizing a gain of $101 million upon the
sale of a merchant portfolic in 2004 while there was no such sale in 2005.
This decrease partially was offset by an increase in sales and leasing of
terminals as well as the inclusion of the former Concord business for
the full year in 2005 compared to activity from the date of merger in
February 2004.

REIMBURSABLE DEBIT NETWORK FEES, POSTAGE AND GTHER

The increase in reimbursable debit network fees, postage and ¢ther for
2006 compared to 2005 was due to growth in debit network fees, The
increase in debit network fees was driven by the continued growth of
the PIN-debit transaction volumes noted above as well as rate increases
imposed by the debit networks partially offset by a national merchant
routing a portion of its PIN-debit transactions directly {o the network
pravider. The increase in 2005 compared to 2004 was driven by the
centinued growih of PIN-debit transaction volumes as well as the
inclusion of Cencord for the full year in 2005 compared to activity from
the date of merger in February 2004 offset partially by a national merchant
routing a portion of their PIN-debit transactions directly to the netwark
provider. Debit network fees represent substantially all of the balance
within this ling item.

OPERATING PROFIT

First Data Commercial Services segment operating profit and margins
increased in 2006 compared to 2005 due to the factors discussed above.
Additionally, the reduction of integration expenses in 2006 versus 2005
benefited 2006 operating profit growth by approximately 11 percentage
points and operating margin by approximately 3 percentage points.
Also benefiting 2006 growth was reduced payroll expense due to fourth
quarter 2005 restructuring activities. Negatively affecting operating
profit growth in the 2006 was higher incentive compensation accruals
due to achieving certain financial targets in 2006 in comparison to 2005
and the reduction in relative ownership percentage of the PNC alliance.
Increased amortization resulting from contingent payments associated
with a merchant alliance alsc negatively impacted operating profit growth
in 2006 by 1 percentage point and may have a similar impact to the
growth rate in 2007.

In the first quarter 2006, the Company recorded a $15.0 million
settlement charge associated with a patent infingement claim against
TeleCheck. This charge was excluded from the Commercial Services
segment operating profit and the related growth rates discussed above
and recorded as “Litigation and regulatory settlements” operating
expense on the Consoclidated Staterments of Income.

First Data Commercial Services segment operating profit decreased
in 2005 versus 2004 as there were no merchant portfolio sale gains
recognized in 2005, as noted above. This decrease partially was offset
by the growth in transaction and processing service fee revenue and
equity earnings in affiliates as well as cost savings associated with
restructuring and integration activities in 2005 and 2004. In addition,
operating profit benefited from significantly less incentive compensation
cost recognized in 2005 as compared to 2004 and the inclusion of the
former Concord operations for the full year 2005 as compared to activity
from the date of merger in February 2004. Operating profit was affected
negatively by the inclusion of a portion of the expenses identified as
relating to the integration of Concord, reorganization of the Company
and increased expenses associated with sales force expansion in 2005.
Amortization and depreciation related to intangibles from the Concord
merger had a significant impact on operating profit in both 2005 and
2004. A reduction in operating profit at TeleCheck alse impacted the
segment's operating profit,
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FIRST DATA FINANCIAL INSTITUTION SERVICES SEGMENT RESULTS

Percent Change
% of Total % of Total % of Tatal 2006 2005
{in milions) . 2006 Ravenue 2005 Revenue 2004 Revenue vs. 2005 vs. 2004
REVENUES:
Transaction and processing service fees  $ 1,187.8 65% $ 1,200.8 65% $ 1,267.0 68% (1)% (5)%
Product sales and other 341 2 78.3 4 345 2 (56)% 127%
Reimbursable postage and other 614.2 33 586.2 31 556.8 30 5% 5%
Total revenue © % 1,836.1 100% . § 1,865.3 100% $ 1,858.3 100% (2)% 0%
Operating profit 8§ 3708 $ 3779 $ 4134 2)% (9%
Operating margin 20% 20% 22% Opts (2) pts
KEY INDICATORS:
Domestic debit issuer transactions @ 8,407 .4 7.908.1 6,818.9 19% 16%
Domestic active card accounts on file
{end of period) ®

Bankcard 42.4 30.1 481 41% @n%

Retail 74.4 61.8 51.6 20% 20%
Total j 116.8 919 998.7 27% 8%
Domestic card accounts on file

{end of period)

Bankcard 113.2 63.6 94.8 78% (33)%

Retail 3313 253.4 19C.5 31% 33%

Debit . 112.9 98.3 84.6 15% 16%
Total ) 557.4 415.3 369.9 34% 12%

®  Domestic debit issuer transactions include VISA end MasterCard signature debit, STAR ATM, STAR PiN-debit POS, and ATM and PiN-debit POS gateway transactions.
®  Domestic active card acoourts on fila inchude customer accounts that had & balance or any monetary pOstng or Buthorzalion activty during the last month of the quarter.

SUMMARY
The First Data Financial Institution Services segment revenue and
operating profit decreased in 2006 compared to 2005 due most
significantly to the previously mentioned deccnversions that occurred
in 2005, and the associated contract termination fees, as well as price
compression. These decreases were partially offset by growth from
existing clients and new business. The Company expects growth from
existing clients and new business will continue but will be partially offset
by price compression that will continue into 2007,

The Company converted 100.1 million accounts during 20086, and
also increased accounts through internal growth. The Citi'Sears Retail
Private Label and Citi/Sears MasterCard accounts, which were converted

TRANSACTION AND PROCESSING SERVICE FEE REVENUE
Components of transaction and processing service fee revenue

in late June 2006, comprised a majority of the conversion activity.
At December 31, 2006, the Company had approximately 24 million
accounts in the pipeline, primarily retail, with approximately 18 million of
these accounts scheduled for conversion in 2007,

Financial Institution Services segment revenue increased slightly in
2005 due te the inclusion of the former Concord businesses for the full
year in 2005 compared tg activity from the date of merger in February
2004. Other items benefiting 2005 included an increase in contract
termination fees, growth in existing clients and account conversions.
These increases are partially offset by account deconversions and the
loss of certain STAR clients.

Percent Change

- . 2006 2005

(in miflions) 2006 2005 2004 vs. 2005 vs. 2004
Credit and retail card processing +$ 4082 $ 4297 & 5653 (5)% (24)%
Debit processing ' 436.6 427 .4 404.5 2% 6%
Output services 254.5 247.0 243.6 3% 1%
Remittance procassing services ' 90.5 96.7 53.6 6)% 80%
Total . $ 1,187.8 $ 1,200.8 $ 1,267.0 (% (5)%
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Cradit and retail card processing revenue

Credit and retail based revenue is derived primarily from the card
processing senvices offered to financial institutions and other issuers of
cards. Revenue from these markets is driven primarily by accounts on file,
with active accounts having a larger impact on revenue than inactive.

Credit and retail card processing revenue decreased in 2006 compared
1o 2005 largely due to the deconversion of credit card accounts in 2005
and price compression, partially offset by growth from existing clients and
new business. The Company does not expect the decreasing revenue
trend to continue in 2007 as the last of the deconversions have passed
their anniversaries.

Retail account portfolios typically have a lower proportionate share
of active accounts than credit account portfelios and product usage is
different between the card types resuiting in lower revenue per active
retail account. In addition, contract pricing at the customer level is
dependent upon the volume of accounts, mix of account types {e.g. retail,
credit, co-branded credit and debit) and preduct usage. Although active
accounts on file increased in 2006 compared to 2005, revenue did not
proportionately increase due most significantly to price compression.

Credit and retail card processing revenue declined in 2005 versus
2004 due to the adversa impact of credit account daconversions and
price compression partially offset by an increase in retail card revenue
due to account conversions and growth from existing clients.

Debit processing revenue

Debit network processing service revenue was driven by the domestic
debit issuer transactions noted above. Revenue increased in 2006
compared to 2005 due to growth of existing clients partially offset by
deconversions and price compression. The majority of domestic debit
issuer transaction growth was driven by the shift to the use of debit cards
from credit cards, checks and cash and such trends are expecied 10
continue. Additional transaction growth was driven by the conversion
of a major issuer. Price compression upon renewal of contracts and
the change in client mix drove the spread between revenue growth and
transaction growth. These factors will continue to influence the growth
rates in the near term.

Debit network processing service revenue increased in 2005 compared
to 2004 due to the inclusion of the former Concord operations for the full
year in 2005 compared 1o activity from the date of merger in February
2004 as well as growth from existing clients offset partially by the loss
of certain STAR clients contemplated in the merger with Concord and
price compression.

Output services revenue

Qutput services revenue increased for 2006 compared to 2005 and 2005
compared to 2004 due to new business partially ofiset by deconversions
in both 2005 and 2004.
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Remittance processing services revenue

Remittance processing services revenue decreased for 2006 compared
to 2005 due to lost business and consumer conversion from paper te
electronic payment methods. These decreases were partially ofiset by
new business, In response to the decline in revenue, the Company closed
one facility in 2006. Remittance processing services revenue increased
for 2005 compared to 2004 due to the addition of new customars
and conversion of new business signed in 2004. These increases
offset attrition associated with the consumer conversion from paper o
electronic payment methods. The Company expects remittance revenue
to decrease in 2007 compared to 2006 primaniy due to the deconversion
of a large custorner at the end of 2006 and continued conversion o
electronic payment methods discussed above.

PRODUCT SALES AND OTHER REVENUE

Product sales and other revenue decreased in 2008 compared to 2005
and increased in 2005 versus 2004 due {0 contract termination fees
of approximatety $50 million associated with the previously mentioned
deconversicns that were received in 2005.

REIMBURSABLE POSTAGE AND OTHER REVENUE

Reimbursable postage and other revenue increased for the year ended
Decermnber 31, 2006 in comparison to the same period in 2005 as a
result of new business and a postage rate increase in January 2006
partially offset by lost business. The increase in reimbursable postage
and other revenue for the year ended December 31, 2005 over 2004
is attributable to new business and internal growth partially offset by
account deconversions.

OPERATING PROFIT
First Data Financial Institution Services segment operating profit
decreased for the year ended Decemiber 31, 2006 compared to 2005 due
to contract termination fees received in 2005, account deconversions,
price compression, higher incentive compensation recognized in 2006
compared (o 2005 due to achieving certain financial targets and other
factors noted above. Partially offsetting this decline were reduced payroll
expenses due to 2005 restructuring activities. Operating margins were: flat
for 2006 compared to 2005 as a result of the items discussed above. The
Company expects that the operating profit growth rate in future periods
will improve as the Company has passed the anniversary of the last of
the previously mentioned deconversions,

The segment's operating profit decreased in 2005 compared to 2004
due to the items noted above. During 2005, the Company wrote-off
capitalized conversion costs associated with the contract termination fees
noted above. Operating profit benefited from cost savings associated
with 2005 and 2004 restructuring activities and significantly less incentive:
compensation costs recognized in 2005 than in 2004. Operating margins
in 2005 declined cormpared to the same period in 2004 as a result o the
factors discussed above.
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FIRST DATA INTERNATIONAL SEGMENT RESULTS

Percent Change

i % of Total % of Total % of Total 2006 2005
{in millions) 2006 Revenue 2005 Ravenue 2004 Ravenua vs. 2005 vs. 2004
REVENUES: ! ;
Transaction and processing service fees | §  985.4 7% 3% 7140 78% $ 5884 76% 38% 21%
Product sales and other 206.2 16 145.2 16 129.4 17 42% 12%
Other revenues 80.0 7 . 59.0 B 51.7 7 36% 14%
Total reverue . $1,271.6 100% : § 9182 100% $  769.5 100% 38% 19%
Operating profit . % 1536 $ 1133 $ 777 36% 46%
Operating margin : 12% | 12% 10% Opts 2 pis
KEY INDICATORS: : ;
International transactions | 4,591.6 . 28160 1,885.6 63% 49%
International card accounts on file | |
{end of period) ® 483 o 0.9 315 56% {2)%

* intemational transactions include VISA, MasterCard and other card association merchant acquining and switching and debit issuer transactions for clients oulside the U.S. Transactions
Inchude credit, signature debrt and PIN-detit POS, POS gateway and ATM transactions. Transactions for 2005 and 2004 have been adjustad ta conform to current year presentation.

8 Intemational card accounts on fie inchude bankeard and retad.

SUMMARY

Growth in 2006 compared to 2005 and growth in 2005 ¢ompared 10

2004 was driven by acquisitions and new alliances and internal growth of

existing clients. The acquisitions and new alliances that affected growth

were as folfows:

= aeoquisitions of GZS and Argencard in 2008 and EurcProcessing
International (“EPI"), First Data Austria and First Data International
Korea (“FOIK™) in 2005,

» formation of the ICS and Bank of Western Australia Limited ("BWA”)
alliances in 2005.

Acquisitions and new alliances contributed 24 percentage points
to total revenue growth for 2006 compared to 2005, while foreign
exchange rate movements positively impacted total revenue growth by
1 percentage point for the same period. Growth in {otal revenue in 2005
compared to 2004 was substantially due to acquisitions and the internal
growth of existing clients, partially offset by ihe loss of existing business.
Acquisitions and new alliances contributed 15 percentage points to total
revenue growth for 2005 compared to 2004, while foreign exchange rate
movements had a less than 1 percent impact.

At December 31, 2006, the International segment had approximately
189 milliecn accounts in the pipeling, primarily retail. The Company
convertedt 15.8 million of these accounts in February 2007. The Company
expects 1o convert approximately 0.8 million additional accounts during
the remainder of 2007.

TRANSACTION AND PROCESSING SERVICE FEE REVENUE

Transaction and processing service fee revenue includes merchant
acquiring and processing revenus, dabit transaction revenue, POS/ATM
transaction revenue, fees from switching services and monthly managed
service fees for issued cards. Total transaction and processing service
fea revenue increased in 2006 compared to 2005 and in 2005 compared
to 2004 due mostly to the acquisitions and new alliances noted above.
The remaining increase mainly Is due 10 an increase in POS and ATM
transactions resulting from internal growth of both existing clients and
new business and, to a lesser extent, an increase in accounts on file in
the EMEA and LAC regions and continued expansion of the Cashcard
ATM network in Australia.

Revenue growth in EMEA for the year ended December 31, 2006
in comparison to 2005 mainky is due to the impact of acquisitions
and new alliances as discussed above as well as internal growth from
existing clients, new business and foreign exchange rate movement
panially offset by lost business. Most of the acquisition growth relates to
businesses supporting switching debit and ATM transactions as well as
debit card transactions. Revenue growth in ANZSA for the year ended
December 31, 2006 in comparison to 2005 is due to the impact of the
BWA alliance, a new VisionPLUS managed service contract supported
by the Company’s new Singapore office, continued expansion of the
Cashcard ATM network in Australia and internal growth of existing clients
offset partially by foreign exchange rate movement, price compression
and the impact of lost business. Revenue growth in LAC for the same
periods is due to growth of existing merchant acquiring businesses as
a result of new merchant signings, increases in accounts on file and
foreign exchange rate movements partially offset by lost business. CNA's
ravenue growth in 2006 is mostly due to the 2005 acquisition of FDIK.
Revenue growth from the year ended December 31, 2005 compared to
2004 increased due to similar items noted above.

As noted above, transaction and processing service fee revenue is
driven by accounts on file and transactions. The spread between growth
in these two indicatars and revenue growth mostly is driven by the mix
of transaction types resulting from the 2006 and 2005 acquisitions. A
significant part of the transactions from acquisitions are debit switching
transactions that have a lower revenue per iransaction than many of the
other transactions acquired or processed by the segment. The effects of
foreign exchangs rate fluctuations also contributed to the spread.

PRODUCT SALES AND OTHER REVENUE

The increase in product sates and other revenue for the year ended
December 31, 2006 over the same period in 2005 resulted from
increased terminal-related revenue driven mainly by acquisitions in the
EMEA and CNA regions as well as a gain of approximately $11 million
from a merchant portfolio sale in the LAC region in 2006, The increase in
product sales and other for 2005 compared to 2004 mainly was driven
by acquisitions.
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OPERATING PROFIT

The segment's operating prcfit increased for 2006 compared to 2005
due to the growth in revenues described above. Higher incentive
compensation accruals due 1o achieving certain financial targets and
significant investments in business development, infrastructure and
platform consolidation in 2006 compared to 2005 adversely impacted
operating profit growth. Also offsetting growth for 2006 compared to
2005 is a decrease resulting from an account deconversion in EMEA
completed during the first guarter 2005. Acguisitions and foreign
exchange rate movements accounted for approximately 22 and 3

INTEGRATED PAYMENT SYSTEMS SEGMENT RESULTS

percentage points, respectively, of the operating profit growth for the year
ended December 31, 2008. Segment margins continue to be impacted
by the investment in business developmant, infrastructure and platform
consolidation in EMEA and the expansion of regions such as South Asia
and China. The operating profit increase in 2005 compared to 2004 was
due to similar items noted above. Acquisitions and fareign exchange
rate movements accounted for approximately 25 and 1 percentage
points, respectively, of the operating profit growth for the year endad
December 31, 2005.

Percent Change

% of Totat % of Total % of Total 2006 2005
{in mifions) 2006 Revenue 2005 Revenue 2004 Revenue vs. 2005 vs. 2004
REVENUES:
Transaction and processing service fees  $ 66.4 54% § 584 26% $ 635 13% 14% (8)%
Investment income, net @ 54,7 a5 162.6 73 419.4 87 (66}% 61)%
(Other revenues 1.2 1 1.0 1 1.1 — 20% )%
Total revenue 5 1223 100% $ 2220 100% $ 484.0 100% (45)% {54)%
Qperating profit $ 8.8 "% 1158 $ 389.2 (92)% 69)%
Operating margin 1 7% 52% 76% {45) pts (24) pts

= For segment reporting purposes, 1PS presents investment income and its refated operating profit on a pretax equivalent basis fl.e., as if investment eamings on setflement assels, which
are substantiaily al nontaxable, were fully taxable at FOC’s marginal tax rate). The revenue and operating prafit impact of this presentation is efiminaled in consolidation.

TRANSACTION AND PROCESSING SERVICE FEE REVENUE

Theincreasein 2006 compared i¢ 2005 was due to increased fransactions
in payment management services resulting from new business. The
decrease from 2005 to 2004 was due most significanity io lost check
processing business in 2005.

INVESTMENT INCOME, NET

The decreases in investment income for 2006 compared te 2005
and 2005 compared to 2004 were atiributable to rising short-term
interest rates, which resulted in higher official check commissions paid
1o agents. This impact partially was offset by higher vields on certain
investments. The average investment balance remained relatively flat for
2006 compared 1o 2005 and 2005 compared to 2004,

As noted above under "Overview—Financial Staternent Restatement”,
the mark-to-market of interest rate swaps associated with the official
check business that were designated as cash flow hedges prior to the
restaternent have been classified in “Invesiment gains and {osses)” in the
Consolidated Statements of Income, which is not reflected in segment

ALL OTHER AND CORPORATE

operations. Additionally, realized amounts associated with these same
derivatives have also been classified in “Investment gains and (losses)".
Al the end of the third quarter 2006, the Company terminated most
of these interest rate swaps and entered into new interest rate swaps
that are designated as fair value hedges of investments held within
the IPS investment portfolio. Changes in fair values of these interest
rate swaps are reflecied as a component of “Investment income, net”
as are the corresponding and offsetting changes in fair values of the
hedged investments. Additionally, realized amounts from settlements
with counterparties on the interest rate swaps are reflected in “Investment
income, net” and partially offset the impact of interest rate fluctuations
on official check commissions.

OPERATING PROFIT

The decrease in operating profit and operating margin for both 2006
and 2005 mainly was due to the decrease in “Investment income, net”
discussed above.

Percent Change
. 2006 2005
{in millions) 2006 2005 2004 va. 2005 vg. 2004
Revenues $ 4644 $ 4014 § 4227 16% (5)%
QOperating loss 5 (95.3) $ (79.4) $ (37.1) 20% 114%
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REVENUES

The increase in revenues for 2006 compared to 2005 resulted from the
eftect of a new contract in the government business and an increase
in interest income as a result of a farge cash balance transferred to
the Company by Western Union in connection with the spin-off. Also
contributing to the increase in revenues was an increase in patent royalty
income. These iterns partialty were offset by a decline due to devetopment
work that occurred in 2005 that didn't reoccur in 2006 and the clasure
of the IBT business in the fourth quarter 2005. Fluctuations in the other
businesses were not individually significant.

The decrease in revenues in 2005 compared to 2004 resulted from
reduced pricing on a contract in the government business, which weant
into eftect on Aprii 1, 2004, a decrease in patent royalty income as well
as a decrease in interest income because of the liquidation of certain
investments in 2004 and the first quarter of 2005.

OPERATING LOSS
The increase in operating loss for 2006 compared to 2005 resulted from
approximately $48 million of incremental stock-based compensation
expense, recorded due to tha adoption of SFAS 123R on January 1,
2008, higher incentive compensaticn accruals in 2006 compared to
the same period in 2005 due to achieving certain finangial targets and
costs incurred for third party consultants engaged te assist in re-aligning
the cost and operating structure for the new First Data. The increase in
operating loss partially was offset by an increase in patent royalty income,
savings associated with the 2005 year-end restructuring and interest
income earned in the third and fourth guarters of 2006 as well as a
decrease in legal fees due to the settlement of the Visa litigation.
Operating loss increased for the year ended December 31, 2005
compared to the same period in 2004 due 1o expenses at the corporate
business unit as well as less benefit from royalty income in 2005,
The largest compenents of the increase in expenses at the corporate
business unit related to legal cosis associated with defending various
patent litigation cases, litigation with Visa, an increase in corporate
compliance costs and the costs associated with the accelerated vesting
of stock options and the former chief executive officer’s restricted stock
awards. The charge for accelerating the vesting of stock options was
not allocated to the segments. These increases in expenses were offset
partially by significant decreases in expenses at First Data Voice Services

CASH FLOWS FROM OPERATING ACTIVITIES FROM CONTINUING OPERATIONS

related to their sales force and infrastructure costs, fewer losses from
First Data Mcbile Payments and significantly less incentive compensation
costs recognized in 2005 than in 2004 due 1o certain perfarmance
measures not being met,

Capital Resourcesand Liquidity
The Company's sources of liquidity during 2006 were cash generated
from operating activities, proceeds from dispositions and the cash
dividend received from Western Union {which Western Union borrowed
from an external party) in connection with the spin-off. The Company
believes its current level of cash and short-term financing capabilities
along with future cash flows from operations are sufficient to meet
the needs ol its existing businessas. The Company may, from time to
time, seek longer-term financing 10 support additionat cash needs or to
reduce short-term borrowings. The following discussion highlights the
Company's cash flow activities from continuing operations during the
years ended December 31, 2006, 2005 and 2004,

CASH AND CASH EQUIVALENTS

Highly liquid investrments {other than those included in settlement assets)
with original maturities of three months or less {that are readily convertible
to cash) are considered to be cash equivalents and are stated at cost,
which approximates market value. At December 31, 2006 and 2005,
the Company held $1,154.2 million and $676.4 million in cash and cash
equivalents, respectively.

Excluded from cash and cash equivalents at December 31, 2006
and 2005 were $27.4 milion and $187.2 million, respectively, of asseis
that would otherwise meet the definition of cash and cash equivalents.
Such excluded amounts at December 31, 2008 and 2005 consisted of
$4.0 million and $30.4 millicn, respectively, of required investmeants in
connection with the Company's First Financial Bank and $23.4 million
and $21.0 million, respeciively, of required investrments related to other
operations. |n addition, at December 31, 2005, the Company had
$135.8 million of regulatory required investments in connection with
client covenants associated with the official check business. Amounts
excluded from cash and cash equivalents are included in “Other assets”
in the Consolidated Balance Shests.

Cash and cash eguivalents held outside of the U.S. at December 31,
2006 and 2005 were $441.6 milion and $218.5 million, respectively,

Year ended December 31, 2006 2005 2004
Source/{use) (in milions) ‘
Net income from continuing operations $ 8477 $ 8075 $ 11513
Depreciation and amortization 700.8 689.0 856.0
Cther non-cash and nen-operating items, net {56.1) {12.4) (128.9)
Increase (decrease) in cash, excluding the effects of
acquisitions and dispositions, resulting from changes in:
Accounts receivable (183.8) : (110.9) (107.1}
Other assets 81.0 33 80.0
Accounts payable and other liabilities (60.0} . (82.5}) 24
Income tax accounts 117.8 (73.8) (62.8)
Excess tax benefit from share-based payment arrangemnent . (124.2) . — —
Net cash provided by operating activities from continuing operations . $ 13232 | $ 1,2204 $ 1,570.9
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Increases in depreciation and amortization from 2005 to 2008 and
2004 to 2005 are attributable to acquisitions partially offset by the
disposition of GCA in March 2004 and the 2005 write-off of intangibles
in conjunction with account deconversions in the Financial institution
Services segment.

Other non-cash and non-operating items, net include restructuring,
impairments, litigation and regulatory settlements, other, investment
(gains) and losses, divestitures and debt repayment costs, as well as
undistributed sarnings in affiliates, stock compensation and ESPP
expense and gains on the sale of merchant portfolios, the proceeds
from which are recognized in investing activities. In 2004, the sale of
the Company’s 67% interest in GCA resulted in net proceeds of $435.6
million as presented in investing activities and a pretax gain of $263.8
million included in Other non-cash and non-operating items, net. Partially
offsetting this gain were realized amounts associated with interest rate
swaps partially offset by an increase in the value of the interest rate
swaps. The change in 2006 compared to 2005 resulted from the Visa
litigation settlement as well as an increase in equity earnings in affiiates
associated with the Company’s merchant alliances.

The change in accounts receivable between years is the result of
the timing of collections compared to bilings. The change in accounts

CASH FLOWS FROM INVESTING ACTIVITIES FROM CONTINUING OPERATIONS

pavable and other liabilties between years results from timing of payments
for vendor invoices and payments to minority interest holders. There was
a significant reduction in the amount accrued for incentive compensation
from 2004 to 2005 and conversely an ingrease in accrued incentive
compensation from 2005 to 2008. Tha change in income tax accounts
is the result of lower tax payments during 2006 compared to 2005
resulting from the tax benefit associated with the significant number of
stock options exercised during the first quarter of 2006.

SFAS 123R requires that excess tax benefits refating to share-based
payment arrangements be presented in the staternent of cash flows as
cash provided by financing activities with a correspending use of cashin
operating activities. During the fourth quarter 2006, FDC elected to follow
the alternative transition method for calculating the pool of excess tax
benefits that is provided by FASB Staff Position FAS 123(R)-3 “Transition
Election Related o Accounting for the Tax Effects of Share-Based
Payment Awards". The Company reflected $124.2 million of excess
tax benefits from share-based payment arrangements as cash used
for operating activities and a corresponcing source of cash provided
by financing activities for the year ended December 31, 2006 under the
alternative transition method.

Year ended December 31, 2006 2005 2004
Source/{use) (in millions) i I
Current year acquisitions, net of cash acquired % (287.5) $ (443.9) 3 {20.9)
Payments refated to other businesses previously acquired (51.1) | (55.8) {40.1)
Proceeds from dispositions, net of expenses paid i 198.7 ‘ 56.2 826.1
Additions to property and equipment, net ‘ (170.4) 1 (189.5) {149.8}
Payments to secure customer service contracts, including outlays

for conversion, and capitalized systems development costs | {129.7} (137.9) {230.9)
Proceads from the sale of marketable securities I 450 | 224.5 815.7
Dividend received from discontinued operations ! 2,500.0 — 255
Cash retained by Western Union ’ {1,327.8) ‘ — —
Other investing activities _ 202.6 (88.5) (407.2)
Net cash provided by (used in} investing activities from continuing operations | $ 979.8 $ (634.9) $ 8184

CURRENT YEAR ACQUISITIONS

The Company finances acquisitions through a combination of internally
generated funds, long-term bormowings and equity. The Company believes
that its cash flow from operations together with other available sources
of funds will be adequate 10 mest its funding requirements as it relates
to future acquisitions. The Company continues to pursue opportunities
that strategically fit into the business and to make investments overseas
to further build the Company’s presence internationally. Additionally, the
Company continues to manage its portfolio of businesses and evaluate
the possible divestiture of businasses that do not match its long-term
growth objectives.

During 2008, the Company created ajoint venture with BNL, acquired
substantially all of the assets of ClearCheck, Inc. and acquired 100%
of GZS, Peace Software, and Argencard. The cash outflow associated
with the purchase of GZS was nearly offset by the cash inflow from the
subsequent sale of its wholly owned subsidiary easycash as discussed
in Note 4 of the accompanying Consolidated Finarcial Statements. The
proceeds of the easycash sale were netted against the cash outflow as
the sale was an integral and required part of the GZS acquisition.

Acquisitions during 2005 included expenditures made upon the
formation of the ICS merchant alliance, the acquisition of EPI, First Data
Austria, FDIK, the CitiCorp merchant services alliance, and acquisitions
of other merchant porttolios.
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In 2004, the Company acquired $546.0 million of cash in connection
with the Concord merger which was offset by the purchase of Cashcard,
the buyout of the TASQ and FDGS minority interests, the purchase of
merchant portfolios, and the acquisition of First Data Hellas.

The Company anticipates funding approximately $500-750 million for
acquisitions during 2007 .

PAYMENTS RELATED TO OTHER BUSINESSES PREVIOUSLY ACQUIRED
During 2008, 2005 and 2004, payments related to other businesses
previously acquired related mostly to contingent consideration largely
associated with a merchant alliance. The Company anticipates making
contingent consideration payments of approximately $38 million in 2007
most significantly associated with a merchant alliance.

PROCEEDS FROM DISPOSITIONS, NET OF EXPENSES PAID

Proceeds from dispositions in 2006 relate to the sale of the Company's
maijority ownership interest in its subsidiaries PPS and [DLogix, and the
sale of its subsidiary Taxware. Proceeds from dispositions in 2005 relate
1o the sale of 20% of the PNC Merchant Services alliance as well as the
sa'e of International Banking Tech and the Company's invesiment in
Link2Gov. Proceeds from dispositions in 2004 relate to the sale of GCA
and NYCE. As noted above, the proceeds from the sale of easycash were
netied against the cash paid for the acquisition of GZS.
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CAPITAL EXPENDITURES

The following table discloses capitalized expenditures related 1o customer contracts, conversion costs, systems development, other intangible assats,

and property and equipment (in millions).

Year ended December 31, F mﬁgobiﬁﬁl 2005 2004
Customer contracts $ (27.2) $ (42.1) $ (109.9)
Conversion costs (35.4) (43.1) (50.7)
Systems development (65.7) | (52.6) (69.5)
Other imangible assets {1.4) | ©.1) {0.8)

Subtotal (129.7) | (137.9) {230.9)
Property and equipment (170.4) | (189.5) (149.8)
Total amount capitalized $ (3001) ] S (327.4) $ (380.7)

The decrease in capital expenditures relates largely to decreases in
initial payments for customer contracts and purchases of equipment.
Amounts capitalized for property and squipment relate to the purchase
of electronic data processing equipment, building and improvements and
other equipment, including terminals and production equipment with the
largest component being electronic data processing equipment. Capital
expenditures are funded through cash flows from operating activities.
Capital expenditures are estimated to be approximately $325 miillion
in 2007.

PROCEEDS FROM THE SALE OF MARKETABLE SECURITIES

Proceeds from the sale of marketable sacurities in 2006 included $33.5
million from the partial liquidation of marketable securities acquired in the
Concord merger, and $10.5 million from the redemption of MasterCard
stock. Proceeds from the sale of marketable securities in 2005 included
$97.9 mition from the sale of CheckFree common stock, $84.1 million
from the liquidation of Concord marketable securities acquired in the
merger and $42.5 million resulting from the sale and maturity of other
investments held by the Company. Proceeds from the sate of marketable
securities in 2004 included $656.4 million from the liquidation of Concord
securities, $108.1 million resutting from the maturity of investments held
by the Company’s First Financial Bank, $37.6 million from the sale of
CheckFree shares due to costless collars maturing and $13.6 million
from the sale of other corporate invesiments,

DIVIDEND RECEIVED FROM DISCONTINUED OPERATIONS

Immediately prior to the spin-off, Western Union transferred $2.5 billion
in ¢cash to FDC. The Company subsequently used a significant portion
of the cash received to pay off debt as discussed below. The Company
received $25.5 million for its proportionate share of the NYCE dividend
paid in 2004,

CASH FLOWS FROM FINANCING ACTIVITIES FROM CONTINUING OPERATIONS

CASH RETAINED BY WESTERN UNION
Cash retained by Western Union represents cash balances retained by
Western Union at the date of the spin-off.

OTHER INVESTING ACTIVITIES

The source of cash for other investing activities in 2006 refated to $168.9
million in activity from the date of acquisition for GZS, a $162.2 million
rectuction in regulatory, resiricted and escrow cash balances noted above
in the Cash and Cash Equivalents discussion, $56.2 million of proceeds
from the sale of investments and other activity and proceeds of $27.1
millien from the sale of corporate aircraft. Partially offsetting these sources
were uses related 1o a contingent payment of $29.9 million related to
the 2004 disposition of NYCE (all but $1.6 million of which was accrued
at December 31, 2005}, a net cash outflow of $32.6 million associated
with the sale of a facility related to the Concord merger, $101.6 million
in payments related to certain derivative financial instruments, and a use
of $47.7 million resulting from the purchase of investments related to the
Company's First Financial Bank and other activity.

The use of cash for other investing activities for 2005 related to
payments of $92.2 milion related to certain denvative financial instruments,
the purchase of $72.9 milion of investments related 1o the Company's
First Financial Bank, and the payment of $10.3 million of Concord related
merger costs, partially offset by an $87.3 million decrease in regulatory,
restricted and escrow cash balances.

Thne use of cash for other investing activities in 2004 resulted
from payments of $199.1 million related to certain derivative financial
instruments, a $127 .9 million increase in regulatory, restricted and escrow
cash balances, $68.1 milion of Concord related merger expenses, the
purchase of $122.3 million of investrments related to the Company’s First
Financial Bank, and $23.1 million related to other investing activity partially
oftset by $133.3 million in proceeds from the sale of merchant portfolios,

Year ended December 31, 2006 J 2005 2004
Source/{use) {in milions)

Short-term borrowings, net $ 176.0 $ 39.6 $ 6648
Proceeds from issuance of long-term dabt — 995.6 985.5
Principal payments on long-term debt {2,412.8) (242.2) {B667.3}
Proceeds from issuance of common stock 729.8 \ 319.5 491.0
Excess tax benefit from share-based payment arangement I 124.2 | — —
Purchase of treasury shares (1,252.5) (2,222.7) {4.559.0)
Cash dividends {183.6) {155.0) {65.6)
Net cash used in financing activities from continuing operations [ $ (2,818.9) $ (1,265.2) $ (3,140.6)
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SHORT-TERM BORROWINGS, NET

The Company's financing activities include net proceeds and cash outiays
related to the issuance and paydown of commercial paper, as well as
other long-term debt and capital leases. The Company did not have any
commercial paper outstanding as of December 31, 2006 compared to
$699.3 milion as of Decernber 31, 2005. See below for a description
of the non-cash debt-for-debt exchange. At December 31, 20086, the
Company’s commercial paper program was $1.5 billion supported by a
$1.5 billion revolving credit facility, which expires on October 24, 2010.

PRINCIPAL PAYMENTS ON LONG-TERM DEBT
Payments for capital leases were $40.4 million, $42.2 million and $28.7
million for the twelve months ended December 31, 2006, 2005 and
2004, respectively.

In Septernber 2008, the Company paid down the $650.0 million
4.70% senior notes that were due to mature in November 20086,

Immediately prior to the spin-off, Western Union transferred $1.0
billion of Western Union notes and $2.5 billion in cash tc FDC, On
September 29, 2006, the Company exchanged these Western Union
notes for FDC commercial paper held by investment banks. In November
and December 2006, the Company utilized approximatety $2.1 hillion
of the cash received from Western Union to repurchase commercial
paper and debt through a cash tender offer and cther repurchases. In
conjunction with these debt repurchases, the Company de-designated
a portion of any associated interest rate swaps s0 that the portion of the
swaps designated as fair value hedges corresponds {o the remaining
principal amount of the corresponding debt instruments. Refer to Note
8 of the Company's Consolidated Financial Statements for additional
information regarding the restructuring of these interest rate swaps.

In January 2007, the Company repurchased an additional $80.7
million of borrowings, The Company anticipates repaying debt balances
of approximately $85 million that are due in December 2007.

In July 2005, the Company’s $200.0 million 6.75% mediurn-term note
reached maturity and the Company repaid the principal balance.

As part of the Concord merger, the Company assumed the outstanding
Federal Home Loan Bank (“FHLB") loan payable balance of $131.6
mitiion, which was paid in full in March 2004. As part of the acquisition
of Cashcard, the Company assumed $42.0 million of debt, which was
paid in full as of Decermber 31, 2004.

PURCHASE OF TREASURY SHARES

The Company called the $542 million 2% Senior Convertible
Contingent Debt Securities due 2008 ("CODES”) on March 3, 2004,
Bondholders had the option of taking cash or common stock of which
$358.3 milion was redeemed at face value for cash and 4.5 million shares
were issued. The Company paid down the $100 million fioating rate note
upon its maturity during the first quarter of 2004.

PROCEEDS FROM ISSUANCE OF LONG-TERM DEBT

On May 26, 2005, the Company issued $550 million of 4.50% senior
notes due June 15, 2010 and $450 million of 4.95% senior notes due
June 15, 2015. The Company received net proceeds of $547.9 million
and $447.7 miflion from these issuances, respectively, which were used
to repay outstanding commerciat paper. In conjunction with the debt
offering, the Company entered into one five-year and two 10-year interest
rate swaps with noticnal amounts totaling $550.0 million and $450.0
million, respectively, to receive interest at the coupon rate of the debt
and to pay interest at a variable rate equal to LIBOR plus 0.2035% and
0.392%, raspectively.

On Novernber 12, 2004, the Company filed a $2 billion shelf registration
of which $1 billion was fulty available at December 31, 2006.

On September 16, 2004, the Company issued $450 million of 3.90%
senior notes due October 1, 20089 and $550 million of 4.85% senior
notes due October 1, 2014. The Company received net proceeds of
$447 .8 million and $547.6 million, respectively, which were used to repay
outstanding commercial paper and for general corporate purposes.
In conjunction with the debt offering, the Company entered into two
five-year and one 10-year interest rate swaps with notional amounts
totaling $450 million and $550 million, respectively, ta receive interest at
the coupon rate of the debt and to pay interest at a variable rale equal
to LIBOR plus 0.0875% and 0.2500%, respectively.

PROCEEDS FROM ISSUANCE OF COMMON STOCK

Proceeds from the issuance of common stock result from stock
opticn exercises and purchases under the Company’s employee stock
purchase plan,

EXCESS TAX BENEFIT FROM SHARE-BASED PAYMENT ARRANGEMENTS
The excess tax benefit from share-based payment arrangements is
discussed in the “Cash Flows from Operating Activities from Continuing
Operaticns” section above.

The following table presents stock repurchase programs authorized by the Board of Directors that were utilized during the year ended Decemnber 31,
2004 through December 31, 2006, disclosing total shares purchased under each program during the respeclive years and the associated cost

{in millions}:
Year ended December 31, 2006 2005 2004
_ Treasury ! Treasury Treasury
Shares Cost | Shares Cost Shares Cost
SHARE REPURCHASE PROGRAMS: \
$1.145 billion, authorized May 2003 — — — — 3.4 $ 1458
%1.0 billion, authorized February 2004 — - — — 23.3 1,000.3
$2.0 billion, authorized May 2004 . — - — — 47.4 2,000.6
$1.5 billion, authorized October 2004 ' — - 222 $ 9058 14.1 5947
$2.0 billion, authorized February 2005 131 $ 32581 20.2 807.8 — —
131 $ 13258/ 42.4 $1,71386 88.2 $ 37414
Treasury stock purchases related '
to employee benefit plans 22.4 9611 , 11.3 461.4 18.0 776.3
Total stock repurchases 35.5 $ 1,286.9 | 53.7 $ 2,175.0 106.2 $ 4517.7
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At December 31, 20086, the Company had $867 million remaining
undar board authorized stock repurchase programs. The difference
between the cost of shares repurchased noted in the table above and the
amount reflected in the Consolidated Statements of Cash Flows is due
to timing of trade settlements. The Company anticipates repurchasing
approximately $500 millicn of stock under the buyback programs
during 2007.

CASH DIVIDENDS

The increase in dividends paid in 2006 compared io 2005 and 2004
was due to the Company increasing its quarterly dividend from $0.02
per common share in 2004 to $0.06 per common share for common
stockholders of record as of April 1, 2005. Subsequent to the spin-off,
the Company reduced its quarterly dividends from $0.06 per common
share to $0.03 per common share for common stockholders of record
as of January 2, 2007.

LETTERS OF CREDIT

The Company has $30.7 million in outstanding letters of cradit at
December 31, 2008, of which nearty all expire in 2007 with a one-year
renewal option. The letters of credit are held in connection with certain
business combinations, lease arrangements and bankcard association
agreements. The Company expects 10 renew the letters of credit prior
to expiration.

As part of the acquisition of GZS in June 2008, the Company
acquired lines of credit which totaled approximately 363 miltion euro or
approximately $475 million as of December 31, 2006. The Company
had $89.6 million outstanding against these lines of credit as of
Decemnber 31, 2006.

SIGNIFICANT NON-CASH TRANSACTIONS

Significant non-cash transactions during 2006 included the issuance of
approximately 1.1 millien shares of restricted stock to certain employees
in cenjunction with the Company's incentive compensation plan.
Subsequent to the award and through December 31, 2006, 270,723
shares had been forfeited or cancetled.

On September 28, 2008, the holder of a warrant oniginally issued
on Novermnber 16, 2000 exercised its right to a cashless exercise of the
warrant. The Company issued 358,824 shares of its common stock to
the warrant holder in connection with the cashless exercise. The warrant
had provided for the purchase of 3.5 million shares of the Company’s
common stock at $40.025 before giving effect to the adjustment for the
Company's spin-off of The Western Union Company.

In connection with the spin-off, Western Union transferred $1 billion
of Western Union notes to FDC. On September 29, 2008, the Company
exchanged these Western Union notes for FOG delot (commercial paper)
held by invesiment banks.

Significant non-cash transactions during 2005 included the Company
awarding 550,000 shares of restricted stock to executive officers.
Subsequent to the award and through Decembzer 31, 2006, 213,750
shares related to this issuance had been forfeited or cancelled.

Significant non-cash transactions during 2004 included the issuance of
169.8 million shares of FOC common stock to the Concord shareholders
and the conversion of outstanding Concord options to options to
purchase 20.5 milion shares of FDC common stock as consideration
in the merger. The Company also awarded 460,000 shares of restricted
stock to officers during 2004, Subseguent to the award and through
December 31, 2006, 200,000 shares related to this issuance had been
forfeited or cancelled. The Company called the $542 million CODES
on March 3, 2004. The Company issued 4.5 million commaon shares to
certain of the bondholders who elected shares versus a cash payment.

As an integral part of FDC's official check business, FDC receives
funds from instruments sold in advance of setllement with payment
recipients. These funds (referred 10 as “settlement asseis” on FDC's
Consolidated Balance Sheets} are not utilized to supponi the Company's
operations; however, the Company does have the opportunity to eamn
income from investing these funds. The Company maintains a portion
of its settlement assets in highly fiquid investments {classified as cash
equivalents within settlernent assets) to fund settlement obligaticns.

OFF-BALANCE SHEET ARRANGEMENTS

Other than facility and equipment teasing arrangements, the Company
does not engage in off-balance sheet financing activities. The Company
has several synthetic cperating lease arrangements. The lessor in the
leases is an unaffiiated entity, which has as its sole member a publicly
traded corporation. The Company doas not believe the lessor is a
variable interest entity as defined in revised FASB Interpretation No. 46R
“Consolidation of Variable Interest Entities” ("FIN 46R". n addition, the
Company has verified that even if the lasscr was determined to be a
variable interest entity, the Company would not have 10 consolidate the
lessor nor the assets and liabilities associated with assets leased to the
Company. This is because the Company's assets do not exceed 50%
of the total fair value of the lessor’s assets, excluding any assets that
should be excluded from such calculation under FIN 46R, nor did the
lessor finance 85% or more of the leased balance with non-recourse
debt, 1arget equity or similar funding. The Company purchased one of
the buildings under the synthetic lease and contributed it to Western
Union as part of the spin-off on September 29, 2006. The Company also
purchased the Memphis faciity under the synthetic lease and sold it to
a third party for less than the liability assumed in the Concord merger.
Rent expense related to the synthetic operating leases was $9.0 million,
$6.3 million and $3.1 million for the years ended December 31, 2008,
2005 and 2004, respectively.
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CONTRACTUAL OBLIGATIONS

The Company's contractual obligations as of December 31, 2006 are as follows {in milions):

Payments Due by Period Total Less than 1 year 1-3 years 4-5 years After § years
Debt $ 2,393.1 $ 1753 £ B462 $ 3158 $ 1,2558
Capital lease obligations 175.0 46.6 57.4 a.2 61.8
Operating leases * 2841 68.5 95.6 61.2 58.8
Pension plan contributions @ 30.4 30.4 — — —

Purchase obligations ®:
Technology and tefecommunications © 525.1 320.4 175.3 294 —
All other & 2815 254.2 22.2 34 17
Other long-term liabilities 37.3 21.4 i5.0 0.6 0.3
$ 37265 $ 9168 $ 1.011.7 g 4196 $ 1,378.4

Does not include guaranteed residual value of $97.2 million associated with synthetic operating leases.
™ The amount of pension plan contributions depends upon various factors that cannot be accurately estimated beyond & one-year time fame.

& Many of the Company’s contracts conlain clauses that aliow the Company o terminate the contract with notice, and with or without a termination penalty. Termination penafties are
generaily an amount less than the original obligation. Certain contracts also have an automatic renewai clause i the Company does not provide written natification of its intent to tarminale
the contract. Obligations under certain contracts ara usage-based and are, tharefore, estimated in the above amounts. Historically, the Company has not had any significant defaults of
its contractual obligations or incurred significan! penalties for termination of its contractual obligations.

& Technology and telecormmurications includes obligations related to hardwara purchases, software licenses, hardware and software maintanance and support, techrical consulting services

and talacommunications services.

B Other includes obligations redated to malerials, data, non-technical contract services, facility security and maintenance and marketing promotions.

Critical ACCOUNING POICIES st

STOCK-BASED COMPENSATION

Effective January 1, 20086, the Company adopted SFAS 123R.
Estimates and assumptions required to be made by SFAS 123R
require management's judgment. SFAS 123R requires all share-based
compensation to employees io be recognized in the income statement
based on their respective grant date fair values over the requisite service
petiods and also requires an estimation of forfeitures when calculating
compensation expense. The Company utilizes the Black-Scholes option
pricing model to measure the fair value of stock options granted to
smploysas and directors and recognizes compensation cost on a straight
line basis. Option-pricing models require estimates of a number of key
valuation inputs including expected volatility, expected dividend yield,
expectad term and risk-free interest rate. Accordingly, the fair value of
stock options is affected by the assumptions selected. Share-based
compensation expense from continuing operations, including the impact
of SFAS 123R, was $66.5 million for the year ended December 31,
2006.

RESERVE FOR MERCHANT CREDIT LOSSES AND CHECK GUARANTEES

With respect to the merchant acqguiring business, the Company’s
merchant customers {or those of its unconsolidated alliances) have the
liability for any charges properly reversed by the cardholder. In the event,
however, that the Company is not able to collect such amounts from the
merchants, due to merchant fraud, insolvency, bankruptcy or another
reason, the Company may be liable for any such reversed charges.
The Company’s risk in this area primarily relates to situations where the

cardholder has purchased goods or services to be delivered in the future
such as airline tickets.

The Company's obligation to stand ready to perform is minimal in
relation to the total dollar volume processed. The Company requires
cash deposits, guarantees, letters of credit or other types of collateral
from certain merchants to minimize its obligation. Collateral held by the
Company is classified within “Settlement obligations” on the Company's
Consolidated Balance Sheets. The amounts of collateral held by the
Company and its unconsolidated alliances are as follows (in milfons):

2006 2005
Cash and cash equivalents collateral $ 8931 & 8801
Coltateral in the form of letters of credit 256.7 i 212.8
Total collateral 1 $1,1498 |  § 1,0929

‘Yaar ended December 31,

|
b

The Company also utilizes a number of systems and procedures to
manage merchant risk. Despite these efforts, the Company historically
has experienced some level of losses due to merchant defaults.

The Company’s contingent obligation relates to imprecision in its
estimates of required collateral. A provision for this cbligation is recorded
based primarily on historical experience of credit losses and other
relevant factors such as economic downturns or increases in merchant
fraud. Merchant credit losses are included in “*Cost of services” in the
Company's Consolidated Statements of income. The following table
presents the aggregate merchant credit losses incurred compared to
total dollar volumes processed:

Year ended December 31, . 2006 | 2005 2004
FDC and unconsolidated alliances credit losses (in millions) | $ 36.3 | $ 426 $ 52.1
FDC and consolidated alliances credit losses (in millions) | g 26.6 | % 28.7 $ 40.0
Total dollar volume processed {in billions) LL1 ,37@ $ 11713 $ 10206
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The reserve recarded on the Company's Consolidated Balance Sheets
only relates to the business conducted by its consolidated subsidiaries.
The reserve for unconsolidated alliances is recorded only in the alliances’
respective finangial statements. The Company has not recorded any
reserve for estimated losses in excess of reserves recorded by the
unconsolidated alliances nor has the Company identified needs to do so.
At December 31, 2006 and 2005, the Company and its consolidated and
unconsolidated alliances had aggregate merchant credit loss reserves of
$33.1 millior: and $32.1 miillion, respectively. The amount of the reserves
attributable to entities consclidated by the Company was $20.5 million
and $20.0 million at December 31, 2006 and 2005, respectively. The
Company believes the recorded reserve approximates the fair value of
the contingent obligation.

The credit loss reserves, both for the uncensolidated alliances and the
Company, are comprised of amounts for known losses and a provision
for losses incurred but not reported (“IBNR"). These reserves primarily
are determined by performing a historical analysis of chargeback loss
experience. Other factors are considered that could affect that experience
in the future. Such items include the general economy and economic
challenges in a specific industry cr those affecting certain types of clents.
Onca these factors are considered, the Company or the unconsolidated
aliance establishes a rate (percentage} that is calculated by dividing the
expected chargeback {credit) losses by dollar volume processed. This
rate is then applied against the dollar volume processed each month
and charged against earnings. The resulting reserve balance is then
compared to requirements for known losses and estimates for IBNR
itemns. Historically, this estimation process has proven to be materially
accurate and the Company believes the recorded reserve approximates
the fair value of the contingent obligation.

The majority of the TeleCheck business involves the guarantee of
checks received by merchants. If the check is retured, TeleCheck is
required to purchase the check from the merchant at its face value and
pursue cellection from the check writer. A provision for estimated check
returns, net of anticipated recoveries, is recorded at the transaction
inception based on recent history. At December 31, 2006 and 2005,
the Company had accrued warranty balances of $18.1 milion and $15.9
million, and accrued recovery balances of $37.4 million and $36.8 million,
respectively. Accrued warranties are included in “Accounts payable
and other liabilities” and accrued recoveries are included in *Accounts
receivable” in the Consolidated Balance Sheets.

The Company establishes an incremental liability (and deferred
revenue) for the fair value of the check guarantes. The liability is relieved and
revenue is recognized when the check clears, is presented to TeleCheck,
or the guarantee period expires. The majerity of the guarantees are settled
within 30 days. The incremental liability was approximately $2.7 million
and $3.3 million at December 31, 2006 and 2005, respeactively. The
aggregate face value of all checks guaranteed during the years ended
December 31, 2006, 2005 and 2004 was $25.7 billicn, $23.2 billion and
$24.0 bilion, respectively, of which $295.1 million, $262.8 million and
$323.0 millicn, respectively, were retumed to merchants and presented
1o TeleCheck. The net impact on cperating income from warranty losses,
net of recoveries from check writers was $73.9 million, $62.9 million
and $73.0 million for the years ended December 31, 2008, 2005 and
2004, respectively. The maximum potential future payments under the
guarantees were estimated by the Company to be approximately $1.8
billion at December 31, 2006.

DERIVATIVE FINANCIAL INSTRUMENTS

From time to time, the Company uses derivative instruments to mitigate
cash fiow risks with respect to forecasted transactions and changes in
foreign currency {transactions denominated in foreign currency) rates.
Furthermore, the Company uses derivative instruments to mitigate fair
value risk related to changes in interest rates (long-term investments and
fixed rate long-term debt). The Company also uses derivative instruments
to protect the initial net investment in certain foreign subsidiaries and/or
affiliates with respect to changes in foreign currency rates. As required,
such instruments are reflected in the Company's Consolidated Balance
Sheets at fair value. Most of the Company's derivatives qualify for hedge
accounting. The Company does not participate in speculative derivative
trading. While the Company expects that its derivative instruments that
currently gualify for hedge accounting will continue to meet the conditions
for hedge accounting, if hedges do not qualify for hedge accounting,
the changes in the fair value of the derivatives used as hedges wouid
be reflected in earnings. The Company does not believe it is exposed to
more than a nominal amount of credit risk in its hedging activities, as the
counter partigs are established, well-capitalized financial institutions.

CAPITALIZED COSTS

FDC capitalizes initial payments for new contracts, contract renewals
and conversion costs associated with customer contracts and system
development costs. Capitalization of such costs is subject to strict
accounting policy criteria and requires management judgment as to the
appropriate time to initiate capitalization. Capitalization of initial payments
for contracts and conversion costs only occurs when management is
satisfied that such costs are recoverable through future operations,
contractual minimums and/cr penalties in case of early termination.

The Company develops software that is used in providing processing
services to customers. To a lesser extent, the Company also develops
software to be sold or licensed to customers. Capitalization of internally
developed software, primarily associated with operating platforms, occurs
only upon management's estimation that the likelihood of successful
development and implementation reaches a probable level. Currently
unforeseen circumstances in software development could require the
Company tc implement alternative plans with respect to a particular effort,
which could result in the impairment of previously capitalized software
develcpment costs.

The Company's accounting policy is to limit the amount of capitalized
costs for a given contract to the lesser of the estimated cngoing future
cash flows from the contract or the termination fees the Company would
receive in the event of early termination of the contract by the customer.
The Company’s entitlement to termination fees may, however, be subject
to challenge if a customer were to allege that the Company was in
breach of contract. This entitlement is also subject to the customer’s
ability to pay.

The Company had aggregate net book values for initial payments
for contracts, conversion costs and software development of $208.6
million, $176.3 million and $103.1 million, respectively, at December 31,
2006 and $216.2 million, $178.3 million and $108.3 million, respectively,
at December 31, 2005.
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INVESTMENT SECURITIES

The Company has investments in the equity securities of both public and
private companies where it does not have the ability to exercise significant
influence over the investee's business. Investments in public companies
and certain investment partnerships are carried at fair value based on
quoted market prices with changes in fair value recorded through the
“Other comprehensive income” component of stockholders’ equity or
for investment partnerships through “Investment income.” Investments
in private companies are recorded at cost,

In the case of either investment type, declines in the fair value of
the invastments are reviewad to determine whether they are other than
temporary in nature. Declines in value that are judged to be other than
temporary in nature are recognized in the Consolidated Statements of
Income. For public company investments, absent any other indications
of a decline in value being other than temporary in nature, the Company's
policy is to treat a decling in the investment's quoted market value
that has lasted for more than six months as an other than temporary
decline in value, The Company's policy is the same for private company
investments, however, their fair values are estimated. In estimating fair
value, the Company considers market conditions, offering prices, trends
of earnings/losses, price multiples, financial position, new financing and
other key measures. The Company believes its estimates result in a
reasonable reflection of the fair values of these investments.

The Company maintains various cther investrments many of which are
classified as available-for-sale and carried at fair market value of $92.7
million and $117.3 million at December 31, 2006 and 2005, respectively.
The Company also has investments in non-marketable eqguity securities
and octher investmenis that are carried at cost of $34.8 million and $39.5
million at December 31, 2006 and 2005, respectively. These investments
are reflected in “Other assets” on the Consolidated Balance Sheets.
Gains and losses are classified within the “Investment gains and (losses)”
caption in the Consolidated Statements of iIncome.

TRANSACTIONS WITH RELATED PARTIES AS DEFINED BY SFAS NO. 57

A substantial portion of the Company's business within the Commercial
Services segment and International segment is conducted through
merchant alliances. Certain merchant alliances, as it pertains to
investments accounted for under the eguity method, are joint ventures
between the Company and financial institutions. No directors or officers
of the Company have ownership interests in any of the alliances. The
formation of each of these alliances generally involves the Company and
the bark contributing contractual merchant relationships to the alliance
and a cash payment from one owner to the other to achieve the desired
ownership percentage for each. The Company and the bank contract
a long-term processing service agreement as part of the negotiation
process. This agreement governs the Company’s provision of transaction

processing services to the alliance. Therefore, the Company has two
income streams from these alliances: its share of the alliance’s net income
(classified as “Equity earnings in affiiates” and the processing fees it
charges 1o the alliance (classified as “Transaction processing and service
fees™. The processing fees are based on transaction volumes and unit
pricing as contained in the processing services agreement negotiated
with the alliance partner.

If the Company has majority ownership and management control
over an alliance, then the alliance's financial statements are consolidated
with those of the Company and the related processing fees are treated
as an intercompany transaction and eliminated upon consolidation.
If the Company does not have a controlling ownership interest in an
alliance, it uses the equity method of accounting to account for ils
investment in the alliance. As a result, the Company's consolidated
revenues include processing fees charged to alliances accounted for
under the equity method.

The Company negotiated all agreements with the alliance banks.
Therefore, all transactions between the Company and its alliances were
conducted at arm's length; nevertheless, SFAS No. 57, “Related Party
Disclosures,” defines a transaction between the Company and an entity
for which investments are accounted for under the equity method by the
Company as a related party transaction requiring separate disclosure
in the financial staterents provided by the Company. Accordingly, the
revenue associated with these related party transactions are presented
on the face of the Consolidated Statements of Income.

The Company has investments in investment funds managed by a
member of the Board of Directors. The Company also pays an annual
management fee to the fund. Such investment was made with the
approval of the Board of Directors and is of such amount that is not
considered material to the Company.

INCOME TAXES

The determination of the Company's provision for income 1axes requires
management's judgment in the use of estimates and the interpretation
and application of complex tax jaws. Judgment is also required in
assessing the timing and amounts of deductible and taxable items.
The Company believes its tax return positions are fully supportable;
however, the Company establishes contingency reserves for material
tax exposures relating to deductions, transactions and other matters
involving some uncertainty as to the proper tax treatment of the item.
Issues raised by a tax authority may be finally resolved at an amount
different than the related reserve. When facts and circumstances change
{including a resolution of an issue or statute of limitations expiration),
these reserves are adjusted through the provision for income taxes in
the period of change.
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New Accounting Pronouncement.g"m“mm“m

In dune 20086, Financial Accounting Standards Board (*FASB")
Interpretation ("FIN") No. 48, “Accounting for Uncertainty in Income
Taxes—An Interpretation of FASB Statement No. 109, was issued
regarding accounting for, and disclosure of, uncertain tax positions.
This interpretation clarifies the accounting for uncertainty in income
taxes recognized in an enterprise’s financial statements in accordance
with FASB Statement No. 109, “Accounting for Income Taxes,” and
prescribes a recognition threshold and measurement attribute for the
financial staterment recognition and measurement of a tax position
{aken or expected to be taken in a tax return. The interpretation
also provides guidance on derecegnition, classification, interest and
penalties, accounting in interim periods, disclosure, and transition. This
interpretation is effective for fiscal years beginning after December 15,
2006. The Company will adopt FIN 48 as of January 1, 2007, as
required. The cumulative effect of adopting FIN 48 is expected to be
an increase to liabilities of between $45 million to $55 million and will be
recorded with an offsetting adjustrment to beginning retained earnings
and goodwill. In addition, upon adoption approximately $165 mitlion
of deferred tax liabilities are expected to be reclassified to current tax
ligbility. The Company expects the ongoing application of FIN 48 may
result in more significant discrete items being recognized from period
to period.

In Septermber 2006, the FASB issued Statement of Financial
Accounting Standard (*SFAS") No. 157, “Fair Value Measurements.”
This statement defines fair value, establishes a fair value hierarchy
to be used in generally accepted accounting principles and expands
disclosures about fair value measurements. Afthough this statement
does not reguire any new fair value measurements, the application
could change current practice. The statement is effective for fiscal
years beginning after November 15, 2007. The Cornpany is currently
evaluating the impact of this statement to its financial position and
results of operations.

In September 2006, the FASB issued SFAS No. 158, “Employers’
Accounting for Defined Benefit Pension and Other Postretirement
Plans——an Amendment of FASB Statements No. 87, 88, 106, and
132{R)." This staterment requires a company to recognize the funded
status of a benefit plan as an asset or a liability in its staiement of
financial pesition. in addition, a company is required to measure
plan assets and benefit obligations as of the date of its fiscal year-
end statement of financial positicn. The recognition provision of this
statement, along with additional disclosure requirements, is effective for
fiscal years ending after Decermnber 15, 2006, while the measuremeant
date provision is effective for fiscal years ending after Dacember 15,
2008. The Company has adopted the recognition provisions as of
December 31, 2008, as required, which increased the pension liability
and decreased accumulated other comprehensive income by $74
million pretax related to the Company’s United Kingdom Defined Benefit
Ptan. Although the plan is no longer offered to new employees, the
Company is required to continue offering benefits to employees that
were participating in the plan as of August 1, 2004. The Company does
not expect the measurement provisions to have a material impact toits
financial position and results of operations.
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Forward-Looking Statements
The Company has a long-terrn objective to achieve growth of 8% — 10%
in earnings per share from continuing operations and revenues. The
Company expects to achieve earnings per share from continuing
operations in the range of $1.20 - $1.26 in 2007, exclusive of costs and
impacts to wind-down the official check and money order operations. In
connection with the Company's earnings per share projection for 2007,
management of the Company undertakes to update the projection at
any time management has determined that the projection is materially
inaccurate. Except for the undertaking to update the 2007 earnings per
share projection, the Company undeniakes no obligation 1o update or
revise forward-looking staterents to reflect changed assumptions, the
occurrence of unanticipated events, or changes to projections over time.
All forward-looking statements are inberently uncertain as they are
based on various expectations and assumptions concerning future
events and they are subject to numerous known and unknown risks and
uncertainties which could cause actual events or results to differ materially
from those projected. Imponant factors upcn which the Company's
forward-fooking statements are premised include: (a} continued growth at
rates approximating recent levels for card-based payment transactions and
other product markets; (b) successful conversions under service contracts
with major clients; (¢} renewal of material contracts in the Company’s
business units consistent with past experience; {(d) timely, successful
and cost-effective implementation of processing systems to provide new
products, improved functionality and increased efficiencies; (e) successful
and timely integration of significant businesses and technologies acquired
by the Company and realization of anticipated synergies; (f) continuing
development and maintenance of appropriate business continuity plans
for the Company's processing systems based on the needs and risks
relative to each such system; (g) absence of further consolidation among
client financial institutions or other client groups which has a significant
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impact on Company client relationships and no material loss of business
from significant customers of the Company; () achigving planned revenue
growth throughout the Company, including in the merchant alliance
program which involves several jcint ventures not under the sole control
of the Company and each of which acts independently of the others, and
suceessful management of pricing pressures through cost efficiencies
and other cost-management initiatives; (i) successfully managing the
credit and fraud risks in the Company's business units and the merchant
aliances, particularty in the context of the developing e-commerce markets;
() anticipation of and response to technological changes, particularty with
respect to e-commerce; (k) attracting and retaining qualified key employees;
{0 no unanticipated changes in laws, regulations, credit card association
rules or other industry standards affecting the Company's businesses
which require significant product redevelopment efforts, reduce the market
for or vatue of its products or render products obsolete; (m) continuation
of the existing interest rate environment so as to avoid increases in agent
fees related to IPS' products and increases in interest on the Company's
borrowings; (n) no unanticipated developments relating 10 previously
disclosed lawsuits, investigations or similar matters; (0) no catastrophic
events that could impact the Company's or its major customer's operating
facilities, communication systems and technology or that has a material
negative impact on current economic conditions or levels of consumer
spending; (p) no material breach of security of any of our systems; and
{g) succassfully managing the potential both for patent protection and
patent liability in the context of rapidly developing legal framework for
expansivg software patent protection.

Variations from these assumptions or failure to achieve these
objectives could cause actual results io differ from those projected
in the forward-looking statements. Due to the uncertainties inherent
in forward-looking statements, readers are urged not 10 place undue
refiance on these statements.
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Quantitative And Qualitative Disclosures
ADOULMArKELRISK s

INTEREST RATE RISK

The Company is exposed 10 market risk from changes in interest rates.
The Company’s assets include both fixed and floating rate interest-bearing
securities. These investments arise primarily from the Company’s sale of
payment instruments {principally official checks and money orders). The
Company invests the proceeds from the sale of these instruments, pending
the settlement of the payment instrument obligation. The Company has
classified these investments as avattable-for-sale. Accordingly, they are
caried on the Company's Consolidated Balance Sheets at fair market
value. A portion of the Company's Integrated Payment Systems (IPS™)
business invotves the payment of commissions to selling agents that are
computed based on short-term variable rates.

To the extent the Company does not pay commissions to its selling
agents, or {o the extent it invests the proceeds from the sale of payment
instruments in floating rate investments, interest rate risk is nonexistent
or minimal providing the investments are held t¢ maturity; however, the
Company does pay commissions to its selling agents and the majority
of the proceeds noted above are invested in fixed rate investments,
The unmatched position that is not hedged through interest rate swap
derivatives, which is the amount of fixed income investments upon which
the Company also pays the selling agent a commission based on short-
term interest rates, is the amount that subjects the Company to interest
rate risk arising from changes in shornt-term interest rates.

The Company’s objective in managing interest rate risk is to mitigate
the risk that earnings and the market value of the investments could
be adversely impacted by changes in interest rates. The Company has
developed a risk management program to quantify this risk utilizing
advanced portfolio modeling techniques. The Company hedges a
majority of this risk through the use of interest rate swap agreements,
which converts the fixed rate investments into variable rate, thus hedging
the impact of market valuation of these long-term investments.

The above noted interest rate swaps and hedging strategy were
established in September 2006 when the Company terminated its
interest rate swaps that did not qualify for hedge accounting previousty
associated with the IPS business and entered inio these new interest rate
swaps that quality for hedge accounting under Statement of Financial
Accounting Standards No. 133, “Accounting for Derivative Instruments
and Hedging Activities" {*SFAS 133"). These new interest rate swaps
were entered into to mitigate fair value risk related {o changes in interest
rates associated with long-term investments in its official check business’
investment portfolio and were designated as fair value hedges. Changes
in the fair value of these inierest rate swaps that are designated and qualify
as fair value hedges are recorded immediately in earmings along with the
correspending and offsetting change in fair value of the hedged item.

The Company's interast rate-sensitive liabilities are its detst instruments
consisting of commercial paper, fixed rate medium-term notes and
long-term debt securities. Immediately prior to the spin-off of Western
Union, Western Union transferred $1.0 billion of Western tUnion notes
and $2.5 billion in cash to FDC. On September 29, 2006, the Company
exchanged these Western Union notes for FDC commercial paper held
by investment banks. In Novermber and December 2006, the Company
utitized approximately $2.1 billion of the cash received from Western

Union to repurchase commercial paper and debt through a cash tender
offer and other repurchases. In conjunction with these debt repurchases,
the Company de-designated as a hedge a portion of any associated
interest rate swaps so that the portion of the swaps remaining designated
as fair value hedges corresponds to the remaining principal amount of
the corresponding cebt instruments.

A 10% proportionate increase in short-term interest rates in 2007,
as compared with the average level of interest rates in 2006, and a
corresponding and parallet shift in the remainder of the vield curve, would
result in a decrease to pretax income of approximately $24.2 million. Of
this decrease, $7.9 million (based on the 10% increase noted above
which equates 10 a 45 basis point increase in the interest rates) relates
to settlement related cash balances, expected investment positions,
commissions paid to selling agents, growth in new business and the
effects of interest rate swap agreements. The remaining $16.3 million
decrease {based on the 10% increase noted above which eguates to a
38 basis point increase in interest rates) primarily relates to the Company's
expected balance of short-term variable rate commercial paper and
variable interest rate debt. Conversely, a corresponding decrease in
interest rates would result in a comparable increase {o pretax eamings.
Actual interest rates could change significantty more than 10%. There
are inherent limitations in the sensitivity analysis presented, primarily
due to the assumption that interest rate movements are linear and
instantaneous. As a result, the analysis is unable to reflect the potential
eftects of more complex market changes that could arise, which may
positively or negatively affect income.

FOREIGN GURRENCY RISK

The Company is exposed to changes in currency rates as a result of
its investments in foreign operations and from revenues generated in
currencies other than the U.S. doflar. Revenue and profit generated by
international operations will increase or decrease compared to prior
periods as a result of changes in foreign currency exchange rates. Prior (o
the spin-off of Western Union, a large portion of the {oreign currency risk
related to Westarn Union's foreign currency denominated revenue. The
following assessment relates to the Company’s continuing operations
afier the spin-off of Western Union.

A hypothetical uniform 10% strengthening or weakening in the value
of the U.S. dotltar relative to all the currencies in which the Company’s
revenues and profits are denominated would resutt in a decrease/increase
to pretax income of approximately $15 miflion, of which $7 million and
84 million relate to the euro and British pound, respectively. There ara
inherent limitations in the sensitivity analysis presentad, primarily due to
the assumption that foreign exchange rate movements are linear and
instantaneous. As a result, the analysis is unable to reflect the potential
effects of more complex market changes that could arise, which may
positively or negatively affect income.

REGULATORY

Through its marchant alliances, the First Data Commercial Services
segment holds an ownership interest in several competing merchant
acquiring businesses while serving as the electronic processor for those
businesses. In order to satisfy state and federal antitrust requirements,
the Company actively maintains an antitrust compliance program.
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CONSOLIDATED STATEMENTS OF INCOME s

{in millions, except per share amaunts)

Year ended December 31, 2006 | 2005 2004
Revenuesé:
Transaction and processing senvice fees:
‘Merchant servicas® $ 267586 $ 2,398.4 $ 23249
Check services 334.5 328.6 374.4
Card services 1,682.8 1,594.7 1,628.4
Other services 344.7 337.2 348.8
Investment income, net (128.6} (33.6) 229.3
Product sales and cther 699.8 617.4 6429
. Reimbursable debit network fees, postage and other 1,467.6 1,283.4 1,084.7
7,076.4 65,5261 6,633.4
Expenses:
Cost of services 3,064.9 2,858.7 2,741.9
Cost of products sold 3009 271.7 223.3
Selling, general and administrative 1,157.5 1.047.2 1,061.8
Reimbursable debit network fees, postage and other 1,467.6 1,283.4 1,084.7
Other operating expenses:
Restructuring, net 24.0 76.2 62.4
Impairments 16.1 40.8 0.5
Litigation and regulatory seftlements (34.8) — 32.4
Other {0.3) 25.6 25.0
5995.9 | 5,603.6 5,231.8
Operating prcfit 1,080.5 922.5 1,401.6
Other income (expense):
Interest income 55.5 124 231
Interest expense {248.0) . (190.9) (116.4)
Investment gains and (losses) 45.4 847 (115.1)
Divestitures, net 8.0 61.1 265.2
Debt repayment costs {30.8) — —
. {169.9) (32.7) 56.8
Income before income taxes, mincrity interest, equity eamings
in affiliates and discontinued cperations 910.6 889.8 1,458.4
Income taxes 203.7 188.3 356.5
Minority interest (142.3) (126.9) (113.8)
Equity earnings in affiliates 283.1 2329 163.2
Incorme from continuing cperations 847.7 807.5 1,151.3
Income from discontinued operations, net of taxes of
$360.0, $402.1 and $367.1, respectively 665.7 909.9 757.0
Net income $ 1,513.4 $ 17174 $ 1,908.3
Earnings per share from centinuing operations: |
Basic 5 1.11 £ 104 3 1.39
Diluted ! $ 1.09 $ 1.03 3 1.37
Earnings per share: ‘
Basic $ 1.98 g 222 $ 2.31
Diluted $ 1.95 $ 219 $ 2.27
Weighted-average shares outstanding:
Basic : 763.5 775.0 827.0
Diluted 7751 | 784.3 840.2

B includas reverie from Westam Linion and Primary Payment Systams commercial relationships previously eliminated in consolidation of $18.5 miflion, $24.5 rnilion and $20.4 milion for

the vears ended December 31, 2006, 2005 and 2004, respectively.

o includes processing fees, administrative service fees and other fees charged to merchant aliances accounted for under the equity method of 3226, 1 milion, $248.6 milion, and $217.8

milfion for the years ended December 31, 2008, 2005 and 2004, raspectively.

+ 8See Notes to Consolidated Financial Statements.
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O = U

(in millions} - —- .
December 31, 2006 2005
ASSETS
Cash and cash equivalents $ 1,154.2 & 6764
Settlement assets 19,149.8 16,076.3
Accounts receivable, net of allowance for doubtful accounts of $29.0 (2006) and $34.9 {2005) 2,150.3 1,824.8
Property and equipment, net of accumulated depreciation of $1,711.3 (2006} and $1,585.6 (2005) 768.0 73586
Goodwill 7,359.5 7,0046
Other intangibles, less accumulated amortization of $2,115.9 (2008} and $1,703.9 (2005) 2,577.5 2,633.7
Investment in affiliates 756.5 665.9
Other assets 544.9 728.6
Assets held for sale and spin-off —_ 3,8126
Total Assets $ 34,4607 $ 34,2485
LIABILITIES AND STOCKHOLDERS' EQUITY |
Liabifities: i
Sattlement obligations $ 19,166.5 % 16,1525
Accounts payable and other liabilities 2,636.8 2,553.8
Borrowings 2,516.2 5,354.6
Liabilities related to sale and spin-off -— 1,730.6
Total Liahilities 24,319.5 25,7915
Commitments and contingencies (See Note 13}
Stockholders® Equity:
Common stock, $0.01 par value; authorized 2,000.0 shares, issued 1,067.7 (2006 and 2005) 10.7 10.7
Additional paid-in capital 9,713.6 9,551.3
Paid-in capital 9,724.3 9,562.0
Retained earnings 10,900.6 9,311.9
Accumulated other comprehensive loss (16.9) (166.3)
Less treasury stock at cost, 314.8 shares (2006} and 304.9 shares {2005} {10,466.8) (10,250.6)
Total Stockholders' Equity 10,141.2 8,457.0
Total Liabilites and Stockhalders’ Equity [ & 34,460.7 | $ 34,2485

Seae Notas to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF GASHFLOWS e

2006

Year ended December 31, {in millions) 2005 2004
Cash and cash equivalents at January 1,
including cash of discontinued operations $ 1,180.8 $ 8954 $ 9078
CASH FLOWS FROM OPERATING ACTIVITIES
Net income from confinuing operations 847.7 807.5 1,151.3
Net income from discontinued operations 665.7 909.9 757.0
Adjustments to reconcile to net cash provided by operating activities:
Depreciation and amortization 700.8 689.0 6856.0
Charges (gains) related to restructuring, impairments, litigation and
regulatory settlements, other, investment (gains) and losses,
divestitures and debt repayment costs, net (17.6) 3.2) (29.8)
QOther non-cash and non-cperating items, net {38.5) 9.2) (99.1)
Increase (decrease) in cash, excluding the effects of acquisitions and
dispositions, resulting from changes in:
Accounts receivable (183.8) - (110.9) (107.1)
Other assets 81.0 3.3 60.0
Accounts payable and other liabilities {60.0) ‘ {82.5) 2.4
Income tax accounts 117.8 {73.6) {62.8)
Excess tax benefit irom share-based payment arrangement (124.2) — —
Net cash provided by operating activities
from continuing cperations 1,323.2 1,220.4 1,570.9
Net cash provided by operating activities
from discontinued operations 796.0 1,001.0 989.3
Net gash provided by operating activities 2,119.2 23114 2,560.2
CASH FLOWS FROM INVESTING ACTIVITIES
Current year acquisitions, net of cash acquired (287.5) - (443.9) {20.9)
Payments related to other businesses previousty acquired (51.1) (55.8) (40.1)
Proceeds from dispositions, net of expenses paid 198.7 56.2 826.%
Additions to property and equipment, net (170.4) (189.5) (149.8)
Payments to secure customer sarvice contracts, including outlays for
conversion and capitalized systems development costs (129.7) (137.9) {230.9)
Proceeds from the sa'e of marketable securities 45.0 224.5 815.7
Dividend received from discontinued operations 2,500.0 — 25.5
Cash retained by Western Union {1,327.8) — —
Other investing activities 202.6 (88.5) (407.2)
MNet cash provided by (used in) investing activities
from continuing operations 979.8 (634.9) 818.4
Net cash used in investing activities from discontinued operations (280.3) | (125.1) (248.8)
Net cash provided by (used in) investing activities 699.5 (760.0) 569.6
CASH FLOWS FROM FINANCING ACTIVITIES
Short-term borrowings, net 176.0 06 664.8
Proceeds from issuance of long-term debt - 995.6 995.5
Principal payments on long-term debt (2,412.8) (242.2) (667.3)
Proceeds from issuance of common stock 7298 319.6 491.0
Excess tax benefit from share-based payment arrangement 124.2 — —
Purchase of treasury shares {1,252.5) (2,222.7 (4,559.0)
Cash dividends {183.6) (155.0) (65.6)
Net cash used in financing activities from continuing operations (2,818.9) (1,265.2) {3,140.8)
Net cash used in financing activities from discontinued operations (26.5) (0.7) (1.4)
Net cash used in financing activities (2,845.4) {1,265.9) (3.142.0)
Change in cash and cash equivalents {26.7) 285.5 (12.2)
Cash and cash equivalents at December 31, including cash of
discontinued operations in 2005 and 2004 $ 1,154.2 $ 1,180.9 $ 8954

See Notes to Consciidated Financial Statements.
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Accumulated Treasury Stock
Comprehensive Retained Compreheomernsi\;e Common Paid-In
{in milions, excapt per share amounts) Total Income Earnings  Income (Loss) Shares Capital Shares Caost
Batance, December 31, 2003 $ 40473 $ 6381.2 $ 107.9 8979 $ 25859 (1814 § (5027.7)
Comprehensive income
Net income 19083 % 19083 1,908.3
Other comprehensive income (loss);
Unrealized losses on securities {107.9) (107.9)
Unrealized losses on hedging activities {17.1) {17.1)
Foreign currency translation adjustmenit 47.3 47.3
Minimum pension liability adjustment (32.0} (32.01
Cther comprehensive loss (109.7) (108.7)
Comprehenstve income $ 1,708.6
Stock issued related to merger 6,858.5 169.8 6.858.5
Purchase of treasury shares 4.517.7} (108.2) {4,517.7)
Stock issued for compensation
and benefit plans 574.0 (314.9) 63.3 19.4 825.6
Stock issued for conversion of debt 182.1 539 (1.6) 4.5 129.8
Other 10.7 10.7
Cash dividends declared ($0.08 per share) (67.4) (67.4)
Balance, December 31, 2004 8,886.1 7,961 (1.8 1,0867.7 9,516.8 [263.7) {8,590.0)
Comprehensive income
Net income 11,7174  $ 1,717.4 1,717.4
Other comprehensive income (loss):
Unrealized losses on securities (120.6) {120.6)
Unrealized gains on hedging activities 11.6 11.6
Foreign currency translation adjustmant (77.5) {77.5)
Minimum pension liability adjustment 220 22.0
Cther comprehensive loss {164 .5) (164.5)
Comprehensive income $ 1,5529
Purchase of treasury shares (2,175.0) (53.7) {2,175.0)
Stock issued for compensation
and benefit plans 3741 (181.7) 41.4 12.5 5144
Stock option accelerated vesting 11.5 11.5
Other (7.7) (7.7}
Cash dividends declared {$0.24 per share) (184.9) (184.9)
Balance, December 31, 2005 B,457.0 89,3119 (166.3) 1,067.7 9,562.0 (304.9) (10,250.8)
Comprehensive income
Net income 1,513.4 $ 15134 1,513.4
Cther comprehensive income:
Unrealized gains on securities 68.9 68.9
Unrealized gains on hedging activities 2.3 23
Foreign currency translation adjustment 58.4 58.4
Minimum pension liability adjustment 4.0 4.0
Other comprehensive income 133.6 133.6
Comprehensive income $ 1,647.0
Purchase of treasury shares (1,286.9) (35.5) (1,286.9)
Stock issued for compensation
and benefit plans 930.8 (309.4} 178.8 25.2 1,061.4
Stock issued for exercise of warrant — 9.3 04 9.3
Adjustment to initially apply SFAS No. 158 (46.3) (46.3)
Other (0.6) (0.6}
Western Union dividend 600.7 5545 62.1 (15.9)
Cash dividends declared ($0.21 per share) (160.5) {160.5)
Balance, December 31, 2006 $ 10,141.2 § 10,900.6 $ (16.9) 1,067.7 $ 9,724.3 (314.8) $ (10,466.8)

See Notes to Consolidated Financial Statements.
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Notes To The Consolidated Financial Statements

Note 1:
Summary of Significant Accounting Policies

CONSOLIDATION

The accompanying consolidated financial statements of First Data
Corporation (“FDC” or “the Company”) include the accounts of FDC
and its controlled subsidiaries. All significant intercompany accounts
and transactions have been eliminated. Investments in unconsolidated
affiliated companies are accounted for under the equity method and are
included in “Investment in affiliates” in the accompanying Consolidated
Batance Sheets. The Company generally utilizes the equity method of
accounting when it has an ownership interest of between 20% and 50%
in an entity, providing the Company is able to exercise significant influence
over the invastea's cperations.

The Company consolidates an entity’s financial statements when the
Company either will absorty a majority of the entity's expected losses or
residual returns, in the case of a variable interest entity (“VIE"), or has the
ability to exert control over & subsidiary. Control is normally established
whan ownership interests exceed 50% in an entity; however, when
the Company does not exercise contrel over a majerity-owned entity
as a result of other investors having rights over the management and
operations of the entity, the Company accounts for the entity under the
equity method. As of December 31, 2006 and 2005, there were no
greater-than-50%-owned affiliates whose financial statemenis were not
consolidated.

USE OF ESTIMATES

The preparation of financial statements in conformity with accounting
principles generally accepted in the United States requires management
to make estimates and assumptions that affect the amounts reported in
the Consolidated Financial Statements and accompanying notes. Actual
results could differ from those estimates.

PRESENTATION

The Cormpany's Consolidated Balance Sheet presentation is unclassified
due to the short-term nature of its settiement obligations, contrasted with
the Company's abitity to invest cash awaiting settlement in long-term
investment securities.

As a result of the spin-off of Western Union as discussed below, and
the sale of its subsidiaries Primary Payment Systerns ("PPS"}, IDLogix
and Taxware, LP ("Taxware”) as discussed in Note 19, the Company's
financial staterments reflect Western Union, PPS, IDLogix and Taxware
as discontinued operations with the assets and liakilities classified under
the captions “Assets held for sale and spin-off” and “Liabilities related to
sale and spin-off” on the Consclidated Balance Sheets. The Company
also completed the sale of NYCE Corporaticn ("NYCE"} on July 30,
2004 and reflected NYCE as a discontinued operation. The resulis of
operations are treated as income from discontinued operations, net of
tax, and separately stated on the Consolidated Statements of Income
after income frorm continuing operations.

In November 2005, Charles T. Fote, the Chief Executive Officer,
President and Chairman of the Board of Directors of FDC, retired.
Henry C. Dugues was named the Company's Chief Executive Officer in
Novermber 2005 and became the Chairman of the Board of Directors on
January 1, 2006. In connection with this change in feadership, changes
were made 1o the Company’s senior management and crganization of the
husiness. Beginning in 20086, the Company began making strategic and
operating decisions with regards to assessing performance and allocating
resources based on a new segment structure which includes four
business segments: First Data Commercial Services, First Data Financial
Institution Services, First Data International and Integrated Payment
Systems [“IPS"}). The Company's reporting segments were reorganized
in the first quarter 2008. Segment results for 2005 and 2004 have been
adjusted ta reflact the new structure. In addition, consolidated revenues
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for 2005 and 2004 have been adjusted io present “Transaction and
processing service fees” by revenue type and to reflect the reclassification
of debit netwark fees from “Transaction and processing service fees”
to “Reimbursable debit network fees, postage and other.” In addition,
certain amounts in the prior year have been reclassified to conform to
current year presentation.

BUSINESS DESCRIPTION

FDC operates electronic commerce businesses providing a variety
of services to financial institutions, commercial establishments and
consumers. Such services include merchant transaction processing and
acquiring; credit, retail and debit card issuing and processing; official
check issuance; and check guarantee and verification services.

On September 29, 20086, the Company separated its Western Union
money transfer business into an independent, publicly traded company
through a spin-off of 100% of Western Union to FDC shareholders in a
transaction intended to qualify for tax-free treatment (“the spin-off*). The
Company received a favorable ruling from the Internal Revenue Service
with respect to the spin-off, which assumed, among other things, the
acouracy of the representations made by FDC with respect to certain
matters on which the Internal Revenue Service does not rule. The new
Western Union Company consists of the consumer-to-consumer and
consumer-to-business meney transfer businesses {including the Western
Union, Vigo, and Orlandi Valuta brands) and related businesses. FDC and
Western Union are independent and have separate public ownership,
boards of directors and management. To facilitate Western Union's
separation from FDC, FOC is providing certain services to Western Union
during a transition period. Additionally, the Company and Western Union
entered into various commercial service agreements which are fong-term
agreements to provide ongoing services.

LJpon completion of a strategic review of its official check and money
order operations, the Company has decided to gradually exit this line of
business over a period of two to three years. While the Company intends
to serve axisting clients through the end of their respective contract
terms, expiring contracts will not be renewed on a long-term basis.
Client contracts representing approximately 60% of portfolio baiances
will expire in the next two years. Over the next four to six months, the
Company plans tc convert most of the associated long-term instruments
into more liquid instruments of shorter duration,

REVENUE RECOGNITION
The majority of the Company's revenues are comprised of transaction-
based fees, which typically constitute a percentage of dollar volume
processed, per transaction processed, accounts on file or some
combinaticn thereof. In limited circumstances, revenue is allocated
to the separate units of accounting in a multiple element transaction
based on relative fair values, provided each element has stand alone
value {0 the customer, the fair value of any undelivered items can be
readily determined, and delivery of any undelivered items is probable and
substantially within the Company's control.

The Company’s official check services generate revenue primarily
through the Company’s ability to invest funds pending setttement. The
Company invests a majerity of these funds in high quality instruments
issued by municipalities to minimize its exposure to credit risks. The
Company pays its agents commissions based on short-term variable
interest rates and the batance of outstanding checks or money orders {the
“commissicnable balance"}. The Company nets the commissions paid to
agents against tha revenue it earns from its investments. Gains and losses
asscciated with the above noted investments are recognized in revenue.

In the case of merchant contracts that the Company owns and
manages, revenue is primarily comprised of fees charged to the
merchant, net of interchange and assessments charged by the credit
card associations, and is recognized at the time of sale. The Company
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has no control over interchange fees and assessments charged by credit
card associations and believes its presentation of revenue, net of these
fees and assessments, more accuratety depicts the revenue earned by
the Company. The fees charged to the merchant are a percentage of the
credit card and signature based debit card transaction’s dollar value, a
fixed amount or a combination of the twa. Personal identification number
based dsbit {“PIN-debit") network fees are recognized in “Reimbursable
debit network fees, postage and other” revenues and expenses in the
Consolidated Staternents of income. STAR network access fees charged
to merchants are assessed on a per transaction basis as part of an
acquiring activity.,

Interchange fees and assessments charged by credit card associations
to the Company's consolidated subsidiaries and network fees related to
PIN-debit transactions charged by debit networks are as follows {in
millions}:

2006 2005 2004

Year Ended December 31,

Interchange fees and
assessments
Debit network fees

$ 6,396.5
810.9

$ 5,556.3
665.5

$ 4,960.9
499.6

The Company charges processing fees to its merchant alliance joint
ventures. In situations where an alliance is accounted for under the equity
method, the Company’s consolidated revenuas include the processing
fees charged to the alliance, as presented on the face of the Consolidated
Statements of Income.

Revenue from check verification and guarantee services is recognized
at the time of sale less the fair value of the guarantee. The fair value of the
guarantee is deferred until the later of the Company being cafled upon to
honor the guarantee or the expiration of the guarantee. Check verification
fees generally are a fixed amount per transacticn while check guarantee
fees generally are a percentage of the check amount.

The purchase and sale of merchani contracts is an ordinary glement
of the Company's Commercial Services and International businesses,
and therefore, the gains from selling these revenue-generating assets are
included within the “Product sales and other” component of revenues.

Fees based on cardholder accounts on file, both active and inactive,
are recognized after the reqguisite services or period has occurred.
Fees for PIN-debit transactions where the Company is the debit card
processor for the financial institution are recognized on a per transaction
basis. Revenues for output services are derived primarily on a per piece
basis and consist of fees for the production, materials and postage
related to maliling finished products,

Software licensing revenue, which is reported in the “Product sales
and other” line item of the Consolidated Staternents of Income, is not
recognized until each of the following four criteria are met: evidence of an
agreement exists, defivery and accepiance has occurred or services have
been rendered, the selling price is fixed or determinable, and collaction
of the selling price is reasonably assured.

Services not specifically described above are generally transaction
based fees that are recognized at the time the transactions are processed
or programming services that are recorded as work is performed.

EARNINGS PER COMMON SHARE

Basic earnings per common share amounts are computed by dividing
net income by weighted-average common stock outstanding during
the period. Diluted earnings per common share are calculated using
weighted-average shares outstanding, adjusted for the dilutive effect of
shares issuable upon the assumed exercise of the Company's common
stock equivalents, which consist of outstanding stock options and
warrants. Refer to Note 2 for additional information regarding earnings
per share.

STOCK-BASED COMPENSATION

Effective January 1, 2006, the Company adopted Statement of Financial
Accounting Standards No. 123R, “Share-Based Payment” (“SFAS
123R"), using the modified prospective mathod. SFAS 123R requires
all share-based compensation to employees to be measured at their
respective grant date fair values and expensed over the requisite service
periods and also requires an estimate of forfeitures when calculating
compensation expense. The Company recognizes compensation cost
on awards with graded vesting on a straight-line basis over the requisite
service peried for the entire award. In accordance with the Company’s
chosen method of adoption, results for prior periods have not been
adjusted. Prior to the adoption of SFAS 123R, the Company followed
Accounting Principles Board Opinion No. 25 (“APB 257) which accounts
for share-based payments o employees using the intrinsic value method
and, as such, generalty recognized no compensation cost for employee
stock options. Refer to Note 15 for additicnal discussion regarding details
of the Company’s share-based compensation plans and the adoption
of SFAS 123R.

FOREIGN CURRENCY TRANSLATION

The U.S. dollar is the functional currency for most of the Company's
businesses. Significant operations with a locat currency as their functional
currency include operations in the United Kingdom, Australia, Germany
and Greece. Foreign currency denominated assets and liabilities for
these units and other less significant operations are translated into U.S.
doltars based on exchange rates prevailing at the end of the period, and
revenues and expenses are translated at average exchange rates during
the period. The efiects of foreign exchange gains and losses arising
from the translation of assets and liabilities of those entities where the
functional currency is not the U.S. dollar are included as a componant
of Other Comprehensive Income {“OCI").

DERIVATIVE FINANCIAL INSTRUMENTS

The Company utilizes derivative instruments primarily to mitigate
interest rate risk and foreign currency risk. To a lesser extent, derivative
instruments are utilized to mitigate market risk. The Company recognizes
all derivative financial instruments in the Consoclidated Batance Shesets
as assets or liabifities at fair value. Such amounts are recorded in
either the “Other assets™ or “Accounts payable and other liabilities”
captions in the Consolidated Balance Sheets. Changes in fair vatue
of derivative instruments, including those that qualify as fair value
hedges, are recognized immediately in earnings unless the derivative
is designated and qualifies as a hedge of future cash flows or a hedge
of a net investment in a foreign operation. For derivatives that qualify as
hedges of future cash flows, the effective partion of changes in fair value
is recorded temporarily in stockholders’ equity as a component of OCI
and then recognized in earnings in the same period or pericds during
which the hedged item affects eamnings. Any ineffective portions of cash
flow hedges are recognized in the “Investment gains and {losses)” line
in the Consolidated Statemenis of Income during the period of change.
For derivatives that qualify as a hedge of a net investment in a foreign
operation, the gain or loss is reported in OCI as part of the cumulative
translation adjustment to the extent the hedge is effective. Any ineffective
portions of net investment hedges are recognized in the “Investment
gains and (losses)” line in the Consolidated Statements of Income during
the period of change. Additional discussion of derivative instruments is
provided in Note 8.

MINORITY INTEREST

Minority interest in earnings of consolidated subsidiaries represents
the minority shareholders' share of the equity and after-tax net income
or loss of consolidated subsidiaries. Substantially all of the Company’s
minority interest is presented pretax in the Consolidated Statements
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of Income since the majority of the Company’s non-wholly owned
consolidated subsidiaries are flow through entities for tax purposes.
The minority interest included in *Accounts payable and other liabilities”
in the Consolidated Batance Sheets reflacts the original investments by
these minority shareholders in the consolidated subsidiaries, along with
their proportionate share of the earnings or losses of the subsidiaries,
net of dividends.

ADVERTISING COSTS

Advertising costs, included in “Selling, general and administrative”
expenses in the Consolidated Statements of Income, are expensed
as incurred or at the first time the advertising takes place. Advertising
expense for 2006, 2005 and 2004 was $39.5 million, $38.1 million, and
$30.1 miillion, respectively.

RESERVE FOR MERCHANT GREDIT LOSSES AND CHECK GUARANTEES
With respect to the merchant acquiring business, the Company’s
merchant customers (or those of its unconsolidated alliances) have the
liability for any charges properly reversed by the cardholder. In the event,
however, that the Company is not able to collect such amounts from the
merchants, due to merchant fraud, insolvency, bankruptcy or another
reason, the Company may be liable for any such reversed charges.
The Company's risk in this area primarily relates to situations where the
cardholder has purchased goods or services o be delivered in the future
such as airline tickets.

The Company's obligation to stand ready 1o perform is minimal in
refation to the total dollar volume processed. The Company requires
cash deposits, guarantees, letters of credit or other types of collateral
by certain merchants to minimize its cbligation. Collateral held by the
Company is classified within “Settlement obligations” on the Company's
Consolidated Balance Sheets. The Company also utilizes a number of
systems and procedures to manage merchant risk. Despite these efforts,
the Company histarically has experienced some level of losses due 1o
merchant defaults.

The Company's contingent obfigation relates to imprecision in its
estimates of required collateral. A provision for this obligation is recorded
based primarily on historical experience and other relevant factors such
as economic downturns or increases in merchant fraud. Merchant credit
losses are included in "Cost of services” in the Company's Consolidated
Statements of Income. The amount of the reserves attributable 10 entities
consolidated by the Company was $20.5 million and $20.0 million at
December 31, 2006 and 2005, respectively.

The majority of the TeleCheck Services, Inc. (“TeleCheck™} business
involves the guarantee of checks received by merchants. If the check is
returned, TeleCheck is required to purchase the check from the merchant
at its face value and pursue collection from the check writer. A provision
for estimated chack returns, net of anticipated recoveries, is recorded at
the transaction inception based on recent history. At December 31, 2006
and 2005, the Company had accrued warranty balances of $18.1 milion
and $15.9 million, and accrued recovery batances of $37.4 million and
$36.8 million, respectively. Accrued warranties are included in “Accounts
payable and other liabilities” and accrued recoveries are included in
“Accounts receivable” in the Consolidated Balance Sheets.

CASH AND CASH EQUIVALENTS

Highly liquid investments (other than those included in settlemant assets)
with original maturities of three months or less (that are readity convertible
to cash} are considered to be cash equivalents and are stated at cost,
which approximates market value.

Excluded from cash and cash equivalents at Decernber 31, 2006 and
2005 were $27 .4 million and $187.2 million, respectively. Such excluded
arnounts represented cash and cash egquivalents that were restricted from
use due to regulatory requirements, including investments connected with
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client covenants associated with the official check business. Amounts
excluded from cash and cash equivalents are included in “Other assets”
in the Consolidated Balance Sheets.

ACCOUNTS RECEIVABLE

Accounts receivable balances are stated net of allowance for doubtful
accounts. Historically, the Company has not encountered significant
write-offs. The Company records allowances for doubtful accounts
when it is probable that the accounts receivable balance will not be
collected.

PROPERTY AND EQUIPMENT

Property and eguipment are stated al cost less accumutated depreciation,
which is computed using the straight-line method over the lesser of the
estimated useful fife of the related assets (generally three to 10 years
for equipmemnt, furniture and leasehold improvements, and 30 years
for buildings) or the tease term. Maintenance and repairs which do not
extend the useful life of the respective assets are charged to expense
as incurred. Amounts charged to expense for the depreciation and
amaortization of property and equipment, including equipment under
capital lease, were $216.0 million in 20086, $224.1 million in 2005, and
$213.3 miflion in 2004.

GOODWILL AND OTHER INTANGIBLES

Goodwill represents the excess of purchase price over tangible and other
intangible assets acquired less liabilities assumed arising from business
combinations. Geodwill is tested annually for impairment using a fair
value approach at the “reporting unit” lavel. The Company’s reporting
units are businesses one level below the operating segment fevel for
which discrete financial information is prepared and regularty reviewed
by management. Goodwill is generally allocated to reporting units based
upon relative fair value (taking into consideration other factors such
as synergies) when an acquired business is integrated into multiple
reporting units. If it is determined that the fair value of the reporting unit is
less than its carrying value, an impairment charge would be recognized.
Fair value is generally established using discounted cash flows. When
a business within a reporting unit is disposed of, goodwill is allocated
te the gain or loss on disposition using the relative fair value method.
The Company’s annual goodwill impairment test did not identify any
impairments in 2006, 2005 and 2004, however, gocdwill was impaired
in 2005 due to changes in the strategic direction of businesses more
fully discussed in Note 3.

FDC capitalizes initial payments for new contracts, contract renewals
and conversion costs associated with customer processing relationships
to the extent recoverable through future operations, contractual minimums
and/or penalties in the case of early termination. The Company's
accounting policy is to limit the amount of capitalized costs for a given
contract to the lesser of the estimated cngeing future cash flows from the
contract or the termination fees the Company would receive in the event
of early termination of the contract by the customer. The initial payments
for new contracts and contract renewals are amortized over the term of
the contract as a reduction of the associated revenue (transaction and
processing service fees). Conversion costs are also amortized over the
term of the contract but are recorded as an expense in “Cost of services”
in the Censolidated Statements of income.

The Company develops software that is used in providing processing
senvices to customers. To a lesser extent, the Company also develops
software to be sold or licensed to customers. Software development
costs are capitalized once technological {easibility of the software has
been established. Costs incurred prior to establishing technological
feasibility are expensed as incurred. Technological feasibility is established
when the Company has completed alt planning, designing, coding and
testing activities that are necessary o determine that a product can be
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produced to meet its design specifications, including functions, features
and technical performance requirements. Capitalization of costs ceases
when the product is available for general use. Software developrment
costs are amortized using the straight-line method over the estimated
useful life of the software, which is genarally five years.

In addition to capitalized contract and scftware development costs,
other intangibtes include copyrights, patents, acquired software,

trademarks and noncompete agreements acquired in business
combinations. Other intangibles are amortized on a straightine basis
over the length of the contract or benefit period, which generally ranges
from three to 25 years. Other intangible amontization expense {otaled
$484.8 milion, $464.9 milion and $442.7 milion for the years ended
December 31, 2006, 2005 and 2004, respeactively.

The following table provides the components of other intangibles {in mitions):

=

Waeighted-Average 2006 2006 Net of 2005 2005 Net of

Amortization Period 2006 Accumulated Accumulated 2005 Accumulated Accumulated

Year Ended December 31, {in ygars) Cost  Amortization ~ Amortization Cost Amortization Amortization
Acquired contracts 1 $ 2,567.6 $ (988.9) $ 1,598.7 $ 235156 $ (745.2) $ 1,606.3
Conversion costs g 4158 (239.5) 176.3 383.3 {205.0) 178.3
Contract costs 7 3529 {144.3) 208.6 330.0 (122.8) 216.2
Developed software 5 366.0 {262.9) 103.1 330.5 (222.2) 108.3
Purchased or acquired software 4 463.7 {327.3) 136.4 469.0 (272.1) 196.9
Other 16 527.4 {173.0) 354.4 464.3 (136.5) 327.7
Total other intangibles 10 $ 4,603.4 $(2,115.9) $ 25775 $ 4,337.6 $(1,7039) $ 2,633.7

The estimated future aggregate amortization expense for existing
other intangibles as of December 31, 2006 is $453.4 million in 2007,
$393.0 milion in 2008, $344.3 milion in 2009, $273.1 milion in 2010
and $247.6 million in 2011.

Certain long-lived assets are reviewed for impairment on an annual
basis or whenever events indicate that their carrying amount may not
be recoverable. In such reviews, estimated undiscounted future cash
flows associated with these assets or operations are compared with
their carrying value to determine if a write-down to fair value {normally
measured by the expectad present value technique) is required.

INVENTORY

Inventories are stated at lower of cost or market and consist primarity of
POS terminals, forms, envelopes and blank financial paper. The cost of
inventory is determined using average cost for POS terminals and blank
financial paper, and first-in first-out (*FIFQ") for forms.

INVESTMENT SECURITIES

A majority of the Company’s settlement assets represent investments,
which are primarily comprised of state and municipal government
obligations. Additionally, the Company maintains various other
investrments included in the “Cther assets” line item of the Consolidated
Balance Sheets which include primarily state and municipal
obligations, mortgage-backed securities and preferred stock. The
specific identification method ts used to determine the cost basis of
securities sold. At December 31, 2006 and 2005, all of the above noted
investments were classified as available-for-sale, Unrealized gains and
losses on these investments are included as a separate component of
OCI, net of any related tax effect. The Company also has investments
in non-marketable equity securities for strategic purposes, which are
included in “Other assets” in the Company's Consolidated Balance
Sheets and are carried at cost.

Declines in value that are judged to be other than temporary in nature
are recognized in the Consolidated Stataments of Income. For public
company investments, the Company’s policy is to treat a decline in
the investment's quoted market value that has lasted for more than six
months as an other than temporary decline in value. The Company also
considers other qualitative and quantitative indicators in judging whether
a decline in valus is other than temporary in nature. The Company's
pelicy is the same for investments in non-marketable equity securities;
however, their fair values are estimated. In estimating fair value, market
conditions, ofiering prices, trends of earnings/losses, price muttiples,

financial position, new financing and other key measures are considered.
The Company believes the estimates result in a reasonable reflection of
the fair values of these investments.

TREASURY STOCK

The Company records treasury stock purchases under the cost method
whereby the entire cost of the acquired stock is recorded as treasury
stock. The FIFO method is used on the subsequent reissuance of
shares and any resulting gains or losses are credited or charged to
retained earnings.

GAINS ON ISSUANCE OF STOCK BY SUBSIDIARIES

At the time a subsidiary sells its stock to unrelated parties at a price
in excess of its book value, the Company's net investment in that
subsidiary increases. If at that time, the subsidiary is not a newly
formed, non-gperating entity, nor a research and development, start-
up or development stage company, nor is there a question as to the
subsidiary’s ability 10 continue in existence, the Company records the
increase in its Consolidated Statements of Income. Otherwise, the
increase is reflected in “Additional paid-in capital” in the Company’s
Consolidated Statements of Stockholders' Equity.

NEW ACCOUNTING PRONOUNCEMENTS

In June 2008, Financial Accounting Standards Board {*FASB")
Interpretation (“FIN") No. 48, “Accounting for Uncentainty in Income
Taxes—An Interpretation of FASB Statement No, 109," was issued
regarding accounting for, and disclosure of, uncertain tax positions.
This interpretation clarifies the accounting for uncertainty in income
taxes recognized in an enterprise’s financial statements in accordance
with FASB Statement No. 109, "Accounting for Income Taxes,” and
prascribes a recognition threshold and measurement attribute for the
financial statement recognition and measurement of a tax position
taken or expsected to be taken in a tax return. The interpretation
also provides guidance on derecognition, classification, interest and
penalties, accounting in interim periods, disclosure, and transition. This
interpretation is effective for fiscal years beginning after December 15,
2006. The Company will adopt FiN 48 as of January 1, 2007, as required.
The cumutative effect of adopting FIN 48 is expected 1o be an increase 1o
liabilities of between $45 million to $55 million and will be recorded with
an offsetting adjustment to beginning retained earnings and goodwill,
In addition, upon adoption approximately $165 million of defarred tax
liabilities are expected to be reclassified to current tax liability, The
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Company expects the ongoing application of FIN 48 may result in more
significant discrete items being recognized from period to period.

In September 2008, the FASB issued Statement of Financial
Accounting Standard (“SFAST} No. 157, “Fair Value Measurements.”
This statement defines fair value, establishes a fair value hierarchy 10
be used in generally accepted accounting principles and expands
disclosures about fair value measurements. Although this statement
does not require any new fair value measurements, the application
could change current practice. The statement is effective for fiscal years
beginning after Novernber 15, 2007. The Company is currently evaluating
the impact of this statement to its consolidated financial position and
results of operations.

In September 2008, the FASB issued SFAS No. 158, “Employers’
Accounting for Defined Benefit Pension and Other Postretirement
Plans—an Amendment of FASB Statements No. 87, 88, 106, and
132(R)" {(“SFAS 158"). This statement requiras a company to recognize
the funded status of a benefit plan as an asset or a liability in its statement
of financial position. In addition, a company is reguired {0 measure
plan assets and benefit obligations as of the date of its fiscal year-
end statement of financial position. The recognition provision of this
staternent, along with additional disclosure requirements, is effective for
fiscal years ending after December 15, 2006, while the measurement
date provision is effective for fiscal years ending after December 15,
2008. The Company has adopted the recognition provisions as of
December 31, 2008, as required, which increased the pension liability
and decreased accumulated other comprehensive income by $74 million
pretax related to the Company’s United Kingdom Defined Benefit Plan.
Although the plan is no longer offered to new employees, the Company is
required to continue offering benefits to employees that were participating
in the ptan as of August 1, 2004. The Company does not expect the
measurement provisions to have a material impact to its consolidated
financial position and results of operations.
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Note 2:
Earnings Per Common Share
Amounts utilized in earnings per share computations are as follows

{in millions):
Year Ended December 31, [ 2006 2005 2004
WEIGHTED-AVERAGE !
SHARES OUTSTANDING: }
Basic weighted-
average shares 763.5 | 7750 827.0
Common stock :
equivalents 116 9.3 13.2
[ 7751 784.3 840.2

Diluted earnings per common share are calculated using weighted-
average shares outstanding, adjusted for the dilutive effect of shares
issuable upon the assumed exercise of the Company’s common stock
equivalents, which consist of outstanding stock options and warrants.

The diluted earnings per share calculation excludes stock options
and warrants that are convertible into 10.9 million common shares,
23.3 million common shares, and 4.9 million common shares for the
years ended December 31, 2006, 2005 and 2004, respectively, because
their inclusion would have been anti-dilutive.

Basic EPS from discontinued operations for the three years ended
December 31, 2008, 2005 and 2004 was $0.87, $1.18, and $0.92,
respectively. Diluted EPS from discontinued operations for the three
years ended December 31, 2008, 2005 and 2004 was $0.86, $1.16,
and $0.90, raspeciively.

The annual dividend per share of common stock for 2006, 2005
and 2004 was $0.21 per share, $0.24 per share and $0.08 per share,
respectively.
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Note 3:

Restructuring, Impairments, Litigation and Regulatory
Settlements, Other, Investment Gains and (Losses),
Divestitures and Debt Repayment Costs

The Company recorded restructuring charges, impairmant charges,
litigation and regulatory settlements, other, investment gains and
{losses}, divestiture related gains, net and debt repayment costs

during the three years endad December 31, 2006. Restructuring and
divestiture accruals are reviewed each period and balances in excess of
anticipated requirements are reversed through the same Consolidated
Statermnents of Income caption in which they were originally recorded.
Such reversals resulted from the favorable resolution of contingencies
and changes in facts and circurmsiances.

2006 ACTIVITIES
A summary of net pretax benefits (charges), incurred by segment, for the year ended December 31, 2006 is as follows (in millions):
Pretax Benefit {Charge)
First Data
First Data Financial Integrated

Cornrmercial Institution First Data Payment All Other and
Year ended December 31, 2008 Services Senvices International Systerns Corporate Totals
Restructuring charges $ @B $ (2.3 £ (15.2) £ (0.2 $ (5.0 g {27.3)
Restructuring accrual reversals 0.3 1.1 1.0 — 09 33
Impairments — (2.9) 09 — (14.1) (16.1)
Litigation and regulatory settlements (7.6} _ — — 42.4 34.8
Other — 03 — — — 0.3
Investment gains and {losses) 4.3 — 6.4 338 0.9 45.4
Divestiture gain _ - 0.8 — 7.2 8.0
Debt repayment costs — — — — (30.8) {30.8)
Total pretax benefit {charge), net of reversals $ (7.6 $ (3.8 § 6.1 3 338 g i5 $ 176
RESTRUCTURING CHARGES IMPAIRMENTS

Associated with the realigning of the Company’s operating structure
related to shared service functions and global technology functions,
including daia centers, a Company initiative to reduce operating costs
to the appropriate level after the spin-off and certain business driven
restructurings, the Company recorded restructuring charges comprised
of severance totaling $24.6 million and facility closures totaling $2.7
million for the year ended December 31, 2006. Severance charges
resulted from the termination of approximately 800 employees across
the organization, representing all levels of amployees and approximately
2% of the Company’s workforce. The restructuring plans associated
with the Company initiative to reduce operating costs and business
driven items were completed in 2006. The Company anticipates the
realignment of the Company’s operating structure associated with shared
service functions and global technology may continue through 2007
and associated actions may result in additional restructuring charges in
2007. The Company reversed $3.3 million of prior period restructuring
accruals during the year ended December 31, 2006 related to changes in
estimates regarding severance costs that occurred in 2006 and 2005.

The foliowing table summarizes the Cempany's utilization of
restructuring accruals from continuing operations for the years ended
December 31, 2005 and 20086 {in millions):

Employee Facility

Severance Closure

Remaining accrual at January 1, 2005 $ 235 $ 25
Expense provision 759 3.5
Cash paymenis and other (30.7) 2.8)
Changes in estimates {2.5) {0.4)
Remaining accrual at December 31, 2005  $ 66.2 $ 28
Expense provision 246 2.7
Cash payrmenis and other (60.4) (3.9
Changes in estimates {3.3) —
Remaining accrual at December 31,2006 $ 27.1 $ 16

Impairment charges related to the impairment of a prepaid asset,
software, terminals and buildings offset partialty by gains on the sale of
assets praviously impaired.

LITIGATION AND REGULATORY SETTLEMENTS

During the year ended December 31, 2006, the Company recorded a
benefit of approximately $45 million due to the settlement with Visa within
All Other and Corporate. Also in 2006, excess litigation accruals in the
Commercial Services segment totaling $7.5 million were released. The
Company recorded minority interest expense of $3.5 million associated
with this release. The settlement and accrual release were partially offset
by a $15.0 million settlement associated with a patent infringement
lawsuit against TeleCheck, clearing all past and future claims related to
this litigation, and a charge of $2.7 million related to the settlement of a
clairm within All Other and Corporate.

INVESTMENT GAINS AND {LOSSES), NET

The Company restated its financial statements in 2006 to recognize
in earnings the realized derivative amounts, previously reported
in revenue, and unrealized changes in derivative values, previously
reported in other comprehensive income, related to interest rate swaps,
praviously designated as cash flow hedges which did not qualify for
hedge accounting, associated with its official check business. These
earnings are reftected in the “lnvestment gains and (Josses)” ling item in
the Consolidated Statements of Income.

The Company recognized a net investment gain of $33.8 million
associated with the above noted interest rate swaps not qualifying for
hedge accounting. The gains resulted from increased interest rates
which impacted the value of derivatives as well as net settlements with
derivative counterparties.
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Also, during 2006, the Company recognized a gain of $10.5 miflion on
the redemption of MasterCard stock, and additionally, recognized gains
on other strategic investments.

At the end of the third quarter 2008, the Company terminated most
of the above noted interest rate swaps and entered inte new interest rate
swaps that are dasignated as fair value hedges of investments held within
the IPS investment portfolio. The changes in fair value of these new interest
rate swaps are reflected as a component of “Investment income, net”
within the Consolidated Statements of Income as are the corresponding
and offsetting changes in fair values of the hedged instruments.

2005 ACTIVITIES

DIVESTITURES, NET
During 2006, the Company recognized gains on the sale of land,
corporate aircraft, and other assets.

DEBT REPAYMENT COSTS

During 2006, the Company recorded a charge of $30.8 million related to
costs associated with the earty repayment of long-term debt, Such costs
consisted of net losses on the repayment of debt, expenses related to
the interest rate swaps associated with the repurchased debt, write-off
of unamortized portion of associated deferred financing costs and certain
fransaction fees.

A summary of net pretax benefits (charges), incurred by segment, for the year ended December 31, 2005 is as follows (in millions):

Pretax Benefit {Charge)

First Data
First Data Financial Integrated
Commercial Institution First Data Payment Al Other ang

Year ended Decermnber 31, 2005 Services Services International Systerns Comorate Totals
Restructuring charges $ (19.1) $ (27.9) $ (20.3) $ (08 $ (115 $ (79.49)
Restructuring accrual reversals 1.7 0.2 — 0.2 3.2
Impairments 0.2} 4.4 (7.8) — (28.4) {40.8)
Other 8.0} 8.9 (1.1) (4.8) (2.8 {25.9)
lnvestment gains and (losses) -_ 0.2 — B2.4 221 847
Divestiture gain 453 0.8 — — 10.7 56.8
Divestiture accrual reversals 2.0 — — 1.8 0.5 4.3
Total pretax benefit (charge), net of reversals $ 217 3 (39.1) $ (29.0) $ 58.8 g 92 $ 3.2
RESTRUCTURING CHARGES OTHER

The Company recorded restructuring charges comprised of severance
totaling $75.9 million and facility closures totaling $3.5 million for the
year ended December 31, 2005. Severance charges resulted from the
termination of approximately 1,600 employees across the organization,
representing alt levels of employees and approximately 6% of the
Company’'s workforce. In December 2005, the Company implemented
a company wide restructuring of its operations. The restructuring closely
followed a change in the Company’s senior management. The new
management took steps it determined necessary to position the Company
for growth, reduce operating costs and build sharsholder value. These
restructuring plans were completed in 2005. The Company reversed
$3.2 million of prior period restructuring accruals during 2005 related
to changes in estimates regarding severance and facility costs from
restructuring activities that occurred in 1998 and 2000 through 2005.

IMPAIRMENTS

In June 2005, Simpay Limited, the only client of First Data Mobile
Payments, announced and executed a plan {0 cease operations. As
a result, the Simpay product solutions supporting interoperable mebile
payments was not launched as planned. Based on these developments
and the completion of a strategic review in August 2005, the Company
significantly reduced the scale of its operations. These actions and the
reduced business outlook led the Company to record asset impairment
charges of approximatety $27.6 million in the third quarter refated to
goodwill and other assets and $0.9 million in the fourth quarter related
to fixed assets.

In addition, the Company recognized an impairment of $4.4 million
for the write-down of two facilities in the Financial Institution Services
segment during the fourth quarter. Impairment charges were also
recorded company-wide during the year related to the write-down of
fixed assets, software and other assets.
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During 2005, the Company recognized a charge related to an additional
accrual of domestic and international escheatment liabilities related
to years prior t¢ 2005. Additionally, other charges related to the
reimbursement {o certain clients for the misallocation of certain pass-
through billings, the majority of which related te 2004, The misallocations
have no impact on prior period expenses.

INVESTMENT GAINS AND {LOSSES), NET

The migjority of the gains in 2005 were due to an increase in the value
of the interest rale swaps held by the Company related to the official
check business resulting from increased interest rates partially offset
by the interest payments associated with the swaps. Also during 2005,
the Company recognized pretax gains of $21.4 million on the sale of
CheckFree Corporation common stock, net of charges to exit related
hedging instruments, as well as lesser gains on the sales of other strategic
investments. These gains partially were offset by other than temporary
impairments of other investments.

DIVESTITURES, NET

During 2005, the Company recognized a pretax gain upon the divestiture
of certain interests including the following: $36.3 million for the sale of
a portion of the PNC alliance, $9.0 million for the sale of its investment
in Link2Gov, and $8.3 million for the sale of its remaining interest in
International Banking Technologies. The Company also recognized a gain
on the sale of a small business and reversed $4.3 million of divestiture
accruals due to the expiration of certain contingencies.




First Data Corporation 2006 Annual Report

2004 ACTIVITIES

A summary of net pretax benefits (charges), incurred by segment, for the year ended December 31, 2004 is as follows (in millions):

Pretax Benefit (Charge)

First Data
First Data Financial Integrated
Commercial Institution First Data Payment All Other and
Year endad Becember 31, 2004 Senvices Services International Systems Corporate Totals
Restructuring charges $ (4.8 $ .1 $ 27.4) 35 — $ (24.3) $ (63.6)
Restructuring accrual reversals 01 09 0.2 — — 1.2
Impairmants 2.7 9.7 (2.0 — (5.5) (0.5)
Litigation and regulatory settlements (32.4) — — — — (32.4)
Other (25.0) — — — — (25.0)
Investment gains and {losses) {0.5) 0.4 (0.8) (121.0 6.8 (115.1)
Divestiture gain 263.8 — — — - 263.8
Divestiture accrual reversals -— — — — 1.4 1.4
Total pretax benefit (charge), net of reversals $ 198.5 $ 39 $ (30.0) $(121.0) $ (21.6) $ 208

RESTRUCTURING CHARGES

The Company recorded restructuring charges comprised of severance
totaling $54.8 million and facility closures totaling $8.8 million for the
year ended December 31, 2004. Severance charges resulied from the
termination of approximately 900 employees across the organization,
representing all levels of employees and approximaiely 3% of the
Company’s workforce. The severance charges were due to the
consolidation of various international functions, the closure of certain
FDC operations and locations and the consolidation of certain FOC
administrative operations. These restructuring plans were completed in
2004. The Company reversed $1.2 million of prior period restructuring
accruals related to changes in estimates regarding severance costs and
lease terminations from restructuring activities in 2003, 2001 and 2000.

IMPAIRMENTS

The Commercial Services segment impairment charges related to
the write-down of leasehold improvements associated with certain
restructuring activities and an impairment of software that is no longer
being fully utilized due to systermn decisions influenced by the integration
of Concord.

The Financial Institution Services segment included a $12.0 million
racovery in 2004 of costs associated with a 2002 impairment of capitalized
customer contract costs related to a customer bankruptcy. Alsc in this
segment are charges related to the impairment of software that is no
longer being utilized.

The All Other and Corporate impairment charges include the write-
down of fixed assets and goodwill associated with facility closures which
were part of the restructuring actions noted above and an impairment of
First Data Mobile Payments Limited software due to diminished demand
for a product cffering.

LITIGATION AND REGULATORY SETTLEMENTS

Litigation charges of $32.4 million were recorded for the year ended
December 31, 2004 related to a lawsuit associated with a consolidated
merchant alliance in the Commercial Services segment. Minority interest
benefits of $15.4 million related to these charges were recognized in the
“Minority interest” line in the Consolidated Statements of Income.

OTHER

The Company recognized a $25.0 million pretax charge related to
adjustments for TeleCheck accounting entries that originated primarily
during 2002 and 2003.

INVESTMENT GAINS AND (LOSSES), NET

The majority of the losses in 2004 were due to the interest payments
associated with the interest rate swaps held by the Company related
to the official check business partially offset by an increase in the value
of the swaps driven by higher interest rates. Additionally, the Company
recognized a net investment gain in 2004 resulting from the sale of a
minority investment in VIPS Healthcare Information Systems ("VIPS™)
having sold the majority interest in 1998. The sale of its remaining minority
interast in VIPS was made pursuant to the 1898 sale agreement which
required First Data to sell its retained interest upon the occurrence of
specified events. Partially offsetting the gain were the write-down of
investments considered other than temporarily impaired.

DIVESTITURES, NET

I March 2004, the Company sold its 67% ownership interest in GCA
Holdings, LLC, the parent holding company of Global Cash Access LLC
{“GCA", which resulted in net proceeds of $435.6 million and a pretax
gain of $263.8 million. During the year ended December 31, 2004,
the Company reversed divestiture accruals of $1.4 million due to the
expiration of certain exposures.
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Note 4:
Business Combinations, Asset Acquisitions and Dispositions

Initial Consideration

Businesses and Assets Acquired (in millions) Month Total Cash
2006:
ClearCheck, Inc. March $ 187 $ 18.7
Gesellschaft fur Zahlungssysteme ("GZS") @ June 341 31
Peace Software August 85.1 85.1
Argencard, S.A. (“Argencard”) December 193.8 193.8
Three cther acquisitions and merchant portfclio acquisitions M7 4.7
8 3354 $ 3354
2005:
International Card Services Joint Venture June $ 271 $ 271
EurcProcessing International July 131.2 131.2
Austrian Payment Systems Services GmbH Novernber 163.8 163.8
Korea Mobile Payment Services November 57.0 57.0
Three other acquisitions and merchant portfolio acquisitions 107.8 107.8
$ 4869 $ 4869
2004:
Concord EFS, Inc. February $ 6,909.1 $ —
Cashcard Australia, Ltd. April 206.5 208.5
Delta Singular Outsourcing Services, S.A. July 324.1 3241
Three other acquisitions and merchant portfolio acquisitions 48.2 49.2
$ 74889 $ 5798

e The consideration for GZS is substantially offset by the proceeds from the sale of its wholly owned subsidiary easycash.

2006 ACQUISITIONS

The Company created a joint venture in January 2008 with Banca
Nazionale del Lavoro ("BNL™ to provide merchant acquiring services for
Italian merchants, The Company has a 49% ownership interest in the
alliance and accounts for it under the equity method of accourting within
the First Data Internationa! segment.

In March 2006, the Company acquired substantially all the assets of
ClearCheck, Inc. ("ClearCheck", a full-service provider of return check
management systems for major retailers and supermarkets across
the United States. ClearCheck is reported as part of the First Data
Commercial Services segment.

In April 2008, the Company acquired the remaining intergst of
approximately 20% in its First Data tnternationat Korea subsidiary and
increased its ownership interest in its consolidated subsidiary OMNIPAY
from approximately 47% to approximately 69% through a buyout of
management shareholders. Both entities are part of the First Data
International segment.

In June 20086, the Company acquired GZS, a German processor of
cashless, card-based payment transactions. GZS is reported as part
of the First Data Internaticnal segment. The preliminary purchase price
allocation resulted in $38.9 million in identifiable intangible assets, which
are being amortized over five to 10 years. As part of the acquisition of
GZS, the Company acquired Yines of credit which are used 1o pre-fund
settlement activity for financial institutions. The Company had $89.6
million outstanding against these lines of credit as of December 31,
2006. Also as part of the acquisition, the Company acquired easycash,
a network solutions provider and a 100% owned subsidiary of GZS. As
a condition for approval of the acquisition of GZS by FOC, the German
Federal Cartel Office required that FDC seli the easycash subsidiary
of GZS. easycash is involved in the business of point-of-sale terminal
deployment and competes directly with FDC's subsidiary TeleCash
GrmbH and Co. KG. easycash was sold in the fourth quarter 2006 for
a purchase price equal to its allocated fair value resulting from the GZS
acquisition.
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In August 2008, the Company acquired Peace Software (“Peace”), a
Customer Information System product company that develops advanced
software for managing utility billing and customer care. Peace is reported
as part of the First Data Financial Institution Services segment.

In December 2008, the Company acquired Argencard, a provider of
card issuing and merchant acquiring services in Argentina and Uruguay.
The preliminary purchase price allocation resulted in identifiable intangible
assets of $54.1 million, which are being amortized cver three to seven
years, and goodwill of $107.0 miliion. Argencard is reported as part of
the First Data International segment.

The aggregate cash paid during the year ended December 31,
2006 for the alliance and other acquisitions was approximately $287.5
million, net of cash received of $47.9 million. The aggregate preliminary
purchase price allocation for these transactions resuited in $124.4 million
in identifiable intangible assets, which are being amortized over three to
20 years, and goodwill of $121.9 million,

In December 2008, the Company signed an agreement with Standard
Chartered PLC to establish a new company to provide merchant
acquiring services to merchants across Asia. The Company will have
a 56% ownership interest in the alliance and will consolidate its results.
The transaction is pending regulatory approval and satisfaction of other
conditions, and the alliance is expected to begin operations by the end
of 2007.

The pro forma impact of all 2006 acquisitions on net income was
not material,

2006 DISPOSITIONS

In July 2006, the Company sold the majority of its ownership interest
in its subsidiaries PPS and IDLogix to five national financial institutions
to form Early Warning Services, LLC. Due to Early Warning Services,
LLC being structured as a limited liability company, FDC’s remaining
interest in Earty Warning Services, LLC is accounted for using the equity
method of accounting and is reflected in the “Investment in affiliates”
line item of the Consolidated Balance Sheets. Refer to Note 19 for
additional discussion.
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In November 2008, the Company sold its subsidiary Taxware to ADP®
Employer Services, a division of Automatic Data Processing, Inc. Refer
to Note 18 for additional discussion.

2005 ACQUISITIONS

In June 2005, the Company formed a merchant afliance with International
Card Services ("ICS”), a card issuer and acquirer in the Netherlands, by
purchasing 51% of their merchant acquiring business. The Company
owns 51% of the allfance, has management centrol and consolidates
the alliance as part of the First Data International segment.

In July 2005, the Company acquired 100% of EuroProcessing
International (“EPI"), a provider of debit and credit card issuing and
acquiring processing in nine Central and Eastern European countries.
The purchase price allocation resulted in identifiable intangible assets of
$39.4 million, which are being amortized over seven to 10 years, and
goodwill of $75.5 million,

The Company entered into a merchant sarvices alliance with BankWest
in Australia in August 2005 by acquiring certain BankWest assets. The
alliance provides the full range of acquiring services for BankWest
merchants and their acceptance of debit cards, credit cards and other
forms of electronic payments.

The Company entered into a merchant services alliance with Citibank
at the end of the third quarter 2005 by acquiring CitiCorp Payment
Services, Inc., a provider of credit and debit card payment processing
services to approximately 15,000 merchant locations.

In November 2005, the Company acquired an approximately 80%
interest in Korea Mobile Paymeant Services (subsequently named “First
Data Korea"}. First Data Korea provides financial payment services,
including value-added network senvices, and terminal interface services
to local merchants with focus on small and medium size customers.

The Company acquired 100% of Austrian Payment Systems Services
GmbH (*APSS") in November 2005, APSS provides debit and credit card
issuing and acquiring processing, as welf as card network operations and
terminals and ATM processing. The purchase price allocation resutted in
identifiable intangible assets of $44.3 million, which are being amontized
over seven to 15 years, and goodwill of $112.4 million.

The aggregate cash paid during the year ended December 31, 2005,
net of cash acquired of $43.0 million, for the merchant alliances anag
other acquisitions was approximately $443.9 million. The aggregate
purchase price allocation for these acquisitions resulted in $212.3 million
in identifiable intangible assets, which are being amortized over three to
15 years, except patents and trade names of $13.0 million that are being
amortized over five to 25 years, and goodwill of $225.5 million.

The pro forma impact of all 2005 acqguisitions on net income was
not matenal.

2005 DISPOSITIONS
In November 2005, the Company sold its investment in Link2Gov, which
was accounted for under the equity method of accounting. The sale
resulted in proceeds of $12.4 million and a pretax gain of $9.0 million,
In August 2005, the Company sold its remaining interest in International
Banking Technologias, which was substantially divested in 2001. The sale
resulted in proceeds of $9.9 million and a pretax gain of $8.3 million,
The sale of PNC in December 2005 as discussed in Note 3 resuited in
cash proceeds of $39.8 millicn and a pretax gain of $36.3 million.

2004 ACQUISITIONS

CONCORD EFS, INC.

On February 26, 2004, the Company completed its merger with Concard
EFS, Inc. ("Concord”). FDC and Concord each have distinct strengths
in product lines and markets that in combination provide financial
institutions, retailers, and consumers with a broader spectrum of payment
options, greater input into the future direction of the electronic payments

industry, and access to new technologies and global markets. The results
of Concord's aperations are included in the Consolidated Statements of
Income since the date of acquisition.

FOC issued 169.8 million shares of FDC cormmon stock to Concord
shareholders, and the outstanding Concord options were converted to
options to purchase 20.5 million shares of FDG common stock pursuant
to the exchange ratio of 0.365 FDC common shares for every Concord
common share. The common shares issued and option conversion were
based on the actual number of shares of Concord common stock and
opticns outstanding on February 26, 2004. The average market price
per share of FDC's common stock of $38.82 (represents the pre-spin-off
value of FDC common stock) is based on an average of trading days
{December 11, December 12, December 16 and December 17) around
the December 15, 2003 announcement date of the amended terms of the
proposed merger. In accordance with the terms of the merger, Concord’s
cutstanding options that were granted prior to February 26, 2004 vested
upon completion of the merger. Options assumed in conjunction with
the acquisition had a weighted-average exercise price of $36.11 and a
fair market value of $268.5 million based an the Black-Scholes option
pricing model. The total purchase price of the merger was $6.9 billion,
including acquisition-related costs.

The final allocation of the $6.9 billion purchase price is as follows
{in millions}:

ASSETS
Cash and cash equivalents $ 5480
Settlement assets 542.0
Accounts receivable 183.9
Property and equipment 127.2
Gooadwill 4,531.3
Other intangibles 1,486.7
Investment in affliates 3.1
Other assets 851.0
Tolal assets $ 8,271.2
LIABILITIES
Settlernent obligations $ 5420
Accounts payable and other liabilities 688.5
Borrowings 131.6
Total liabilities 1,362.1
Total purchase price $ 6,000.1

The final independent valuation of Concord's intangible assets was
completed during the third quarter of 2004 resulting in a fair market value
of $1,487 million representing $1,318 million of customer contracts, $77
million related to the STAR trade name and $92 million of propristary
and third party software. Customer contracts represent Concord's
contractual relationships with merchants and financial institutions.
The estimated useful lives assigned to customer relationships range
from nine to 15 years (with a weighted average amortization period of
12 years). The estimated useful lives assigned to purchased software
and proprietary software was five years and the STAR trade name was
25 years. An independent valuation of Concord's fixed assets was
completed in the second quarter 2004 resulting in a fair market value of
$130.1 milion. Of the total purchase price, approximately $4.5 billion
has been allocated 10 goodwill; of which, $3.4 billion, $1.1 billion and
$40.0 million were reflected in the Commercial Services and Financial
Institution Services segments and All Other and Carporate, respectively.
Goodwill represents the excess of the purchase price for the acquired
business over the fair value of the undertying net tangible and identifiable
intangible assets. The goodwill is not deductible ior tax purposes or
amortized for book purposes.
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CONCORD MERGER-RELATED RESTRUCTURING CHARGES

A ${0.6) million release and a $16.7 million charge related to severance
for approximately 750 employees and a charge for $2.3 miliion and
$48.1 million related to leased facilities were recorded during the years
ended December 31, 2005 and 2004, respectively, in connection with
the closure of certain Concord facilities.

In May 2006, the Company purchased the Memphis facility out of a
synthetic lease assumed as part of the merger with Concord and then
sold the facility. As of December 31, 2005, the Company had a $46.2
million liability assumed in the purchase business combination related
to the excess of the total cost financed and other carrying costs for the
facility over the assumed net sale proceeds. Through the date of sale, the
Company utilized $41.9 millicn of the accrual, which included the costs
to sell the facility and settle the associated synthetic lease obligation.
The remaining $4.3 million of the accrual balance was reversed and the
goocwill recorded as part of the Concord purchase business combination
was adjusted.

As of December 31, 2005, the Company also had a $3.2 million
Concord merger-related restructuring accrual related to employee
severance, the majority of which was utilized during the first six months
of 2006 and the remaining accrual balance of $0.7 million was reversed
and the goodwill recorded as part of the Concord purchase business
combination was adjusted. 'n addition, during the first quarter 2005, the
Company paid a $10.0 milion contract termination fee.

OTHER ACQUISITIONS

In April 2004, the Company acquired Cashcard, a provider of ATM
services in the Australian marketplace, for approximately $260 million in
cash and assumed debt. The transaction facilitated FDC's entry into the
Australian merchant ATM deployment market, Cashcard's operations are
assigned 10 the First Data International segment. The final independent
vatuation of Cashcard's intangible assets resulted in a fair market value
of $113.2 million, representing $37.6 million of customer contracts, $4.5
million of proprietary and third party software and $71.1 million related to
other intangibles and trade names. The estimated useful lives assignad to
intangible assets range from five 1o 15 years except for trade names and
other intangibles which are being amortized over 25 years. Of the total
purchase price, $134.3 milion has been allocated to goodwill.

In July 2004, the Company acquired Delta Singular Outsourcing
Services S.A. (subsequently renamed “First Data Hellas”), the former
payment processing and outsourcing division oif Deita Singular S.A.,
located in Greece, for approximately $311.7 million, net of $12.4 million
of cash acquired. First Data Hellas provides payment processing and
outsourcing services including card processing, ATM and peint of sale
driving and call center support. First Data Hellas’ operations are assigned
to the First Data International segment. The final purchase price allocation
rasulted in identifiable intangiole assets of $106.4 million, which are being
amortized over four to 10 years, and goodwill of $162.3 million.

Other acquisitions made during 2004 include:

s the buyout of the TASQ Technclogy, Inc. ("TASQ") and the First Data

Government Solutions, LP minority interests in the Commercial

Services segment and All Other and Corporate, respectively; and

= the purchase of merchant portfolios in the Commercial Services
segment.

The aggregate consideration paid during 2004, net of cash acquired
of $12.9 million, was $566.9 million for acquisitions other than Concard.
The aggregate purchase price allocation for these acquisitions resulted in
$227.5 million in identifiable intangible assets, which are being amortized
over four to 15 years, except for trade names and other intangibles of
$71.1 million which are being amortized cver 25 years, and goodwill of
$307.1 million,
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UNAUDITED PRO FORMA CONDENSED COMBINED CONSOLIDATED
STATEMENTS OF INCOME

The following Unaudited Pre Forma Condensed Combined Consclidated
Staternents of Income reflect the consolidated results of operations of
the Company as if the acquisitions of Concord, Cashcard and First
Data Hellas had occurred on January 1, 2004. The historical financial
information has been adjusted to give effect to events that are (1) directly
attributed to the merger, {2) factually supportable, and (3) with respect
to the income statement, expected to have a continuing impact on the
combined results. Such items include additional amortization expense
associated with the valuation of intangible assets.

Year ended December 31, 2004 (in millions, except per share data)
REVENUES

Transaction and processing service fees § 48972
Other non-transaction based revenue 2299
Product sales and other 656.1
Reimbursable postage and other 1,089.7
6,872.9
EXPENSES
Cost of services 2,878.3
Cost of preducts sold 237.5
Selling, general and administrative 1,084.4
Reimbursable postage and other 1,089.7
Other operating expenses 120.3
5,410.2

Operating profit 1.462.7
Other income (expense), net 180.9
Interest expense (118.0)
Income before income taxes,

minority interest, equity earnings in

affiliates and discontinued operations 1,525.6
Income taxes 373.4
Minority interest (113.8)
Equity earnings in affiliates 163.2
Net income from continuing operations $ 1,201.6
EARNINGS PER SHARE:
Basic earnings per share from continuing operations $ 1.41
Dituted earnings per share from continuing operations $ 1.39
WEIGHTED AVERAGE SHARES OUTSTANDING:

Basic 853.0

Diluted 867.2

2004 DISPOSITIONS

The Company sold its 67% interest in GCA. GCA is a supplier of cash
access and customer refationship marketing technologies to the gaming
industry. The sale resulted in net proceeds of $435.6 million and a pretax
gain of $263.8 million.

The Company divested its 64% ownership of NYCE, an elecironic
funds transfer network, as a result of the merger with Concord. The
Company completed the sale for the purchase price of $610.0 million, of
which $389.6 milion was the Company's share. The Company's financial
statements reflect NYCE as a discontinued operation (see Note 19). The
sale agreement contermnplated potential adjustments to the sales price that
became estimable in the fourth quarter 2005, The estimated adjustment to
the sales price was recorded in the fourth quarter 2005 and was presented
net of the related disposition reserve and taxes in discontinued operations
on the Consolidated Statermenis of Income. During the first quarter of
2006, the adjustment to the sales price was finalized resulting in an
additional charge of $1.6 million, which was also presented in discontinued
operations, and was $1.0 milion net of taxes.
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The following table outlines the net assets acquired to the net cash paid for acquisitions {at date of acquisition) (in millions):

Year erxled December 31, 2006 2005 2004
Fair value of net assets acquired $ 3354 $ 4889 $ 7.4889
Less non-cash consideration — — (6,909.1)
Less cash acquired (47.9) {43.0) (558.9)
Net cash paid for acquisitions $ 2875 $ 4439 $ 209

The following table presents changes to goodwill for the years ended Dacembaer 31, 2006 and 2005 (in millions):

First Data
First Data Financiat Integrated
Commercial Institution First Data Payment All Other and
Services Services intarnational Systems Corporate Totals
January 1, 2005 balance $ 4,758.6 $1,2976 $ 80341 $ 121 $ 1756 $ 7.047.0
Acquisitions 7.9 — 205.7 — —_ 2138
Purchase price and allecation adjustments
related to prior year acquisitions (27.0) — (7.6) — — (34.6)
Other adjustments {0.2) — {102.0) — (29.2) (131.4)
December 31, 2005 balance 4,739.3 1,207.6 899.2 12.1 146.4 7,094.6
Acquisitions 15.6 53.7 1226 — — 191.9
Purchase price and allocation adjustments
related to prior year acquisitions (13.3) — 121 — — (1.2
Other Adjustments 0.1 — 74.2 — .1 742
December 31, 2006 balance $ 4,707 $ 1,351.3 $ 1,108.1 $ 121 $ 1463 $ 7,359.5

The terms of certain of the Company’'s acquisition agreements
provide for additional consideration to be paid if the acquired entity's
results of operations exceed certain targeted levels or if certain other
cenditions are met, as well as other payments or receipts of cash related
to certain events that transpired subsegtient to the acquisition of certain
companies, Targeted levels are generally set substantially above the
historical experience of the acquired entity at the time of acquisition,
Such additional consideration is paid in cash or with shares of the
Company's common stock or subsidiary equity, and is recorded when
earned as additional purchase price. Additional consideration was paid
totaling $51.0 million in 2006, $55.2 million in 2005, and $39.7 million
in 2004. The maximum amount of remaining estimable contingent
consideration consists of potential cash payments of $38.3 million, all of
which was earned and accrued at December 31, 2006. Other contingent
consideration that is expected to be paid but is not reliably estimable
relates to a transaction associated with an alliance in a prior period.
Contingent payments related to this transaction may total as much as
$50 million over the next three years.

Noete 5:

Investments in Affiliates

Operating results include the Company's proportionate share of income
framn affiliates, which censist of unconsolidated investments and joint
ventures accounted for under the equity method of accounting. The
most significant of these affifates are related to the Company's merchant
barik alliance program.

A merchant bank altance, as it pertains to investments accounted for
under the equity method, is a joint venture between FDC and a financial
institution that combines the processing capabilities and management
expertise of the Company with the visibility and distribution channe! of
the bank. The joint ventures acquire credit and debit card transactions
from merchants. The Company provides processing and other services
to the joint ventures and charges fees to the joint venture primarity based
on contractual pricing, These fees have been separately identified on the
face of the Consolidated Statements of Income.

Chase Paymentech became a larger portion of consolidated operating
profit from continuing operations due to the spin-off of Wastern Union.
The Chase Paymentech alliance now meets the Significant Subsidiary
test provided in Regulation S-X Rule 1-02 (w) in that the Company's
equity earnings of this alliance exceeds 20% of the Company's
consolidated income from centinuing operations before income taxes.
In accordance with Regulation $-X Rule 3-09 the financial statements
of Chase Paymentech will be filed with this Form 10-K by amendment
as part of ltem 15(c).

At Decemnbier 31, 2006, there were eight affiliates accounted for under
the equity method of accounting, comprised of five merchant alliances
and three strategic investments in companies in related markets.

In December 2005, FDC sold 20% of the PNC Merchant Services
alliance {33% of the Company's interest) and began accounting for it under
the equity method of accounting retroactivety back to January 1, 2005.

A summary of unaudited financial information for the merchant
alliances and other affiliates accounted for under the equity method of
accounting is as follows (in milions):

December 31, o008 2005
Total assets {$ 69935 §$ 4.866.2
Total liabilties $ 59305 § 40624
Yoar ended December 31, [ D006 2005 2004
Net operating revenues  [$ 1,489.9 $ 1,353.0 $ 1,0288
Operating expenses | 877.6 790.4 582.8
Operating income [ #1123 562.6 446.0
Net income i$ 5800] $ 5177 § 3915

FDC equity earnings [$_2831; §$ 2329 § 1632

Net operating revenues and operating expenses for 2005 and 2004
have been adjusted to reflect the impact of conforming accounting
policies resulting from the integration of the Chase Merchant Services
and Paymentech alliances in the fourth quarter of 2005. Net operating
revenues, operating expenses, operating income and net income, as well
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as total assets and total liabilities in the above tables for 2005 and 2004
have been adjusted io reflect eliminations among certain of the merchant
aliances. The adjustments for eliminations had no effect on FDC’s share
of net income or equity eamings.

The primary components oOf assets and liabilities are settlement-
related accounts as described in Note B.

The formation of a merchant joint venture alliance accounted for under
the eguity method of accounting, generally involves the Company and/or
a financial institution contributing merchant contracts to the alliance and
a cash payment from one owner to the other to achieve the desired
ownership percentages. The asset amounis reflected above are owned
by the alliances and other equity method investees and do not include
any of such payments made by the Company. The amount by which
the total of the Company's investments in its joint ventures exceeded
its proportionate share of the joint ventures' net assets totaled $538.5
million and $492 .2 million at December 31, 2006 and 2005, respectively.
The non-goodwill portion of this amount is considered an identifiable
intangible asset that is amortized accordingly.

Note 6:

Settlement Assets and Obligations
Settlement assets and obligations result from FDC’s processing services
and asscciated settlement activities, including settlement of payment
transactions. Settlernent assets are generated principally from payment
instrument sales (primarily official checks and financial institution money
orders} and merchant services transactions. FDC records comesponding
settlement obligations for amounts payable to merchants and for
payment instruments not yet presented for settlement. The difference
in the aggregate amount of such assets and liabilities is primarily due to
urrealized net investment gains and losses, which are reported as OCI
in stockholders' equity. The principal components of FDC's settlement
assets and cbligations are as follows (in millions):

December 31, [ 2006 2005
SETTLEMENT ASSETS: ! )

Cash and cash equivalents $ 27506 $ 23078
Investment securities 12,106.7 12,1741
Dus from card associations 4,279.3 1,564.3
Due from selling agents 13.2. 40.1

$ 19,1498 $ 18,076.3

SETTLEMENT OBLIGATIONS:
|

|
's 11,9622

Payment instruments outstanding $ 11,676.5
Card settlements due to merchanis 5,288.7 2,386.9
Due 1o selling agents 1,915.6: 2,089.1

$19166.5 $ 16,1525

Cash equivalents consist of short-term time deposits, commercial
paper and other highly liquid investments. See Note 7 for information
congerning the Company's investment securities.
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FDC generates revenues from its investment of certain setiterment
assets, a substantial majority of which are cash equivalents and
investment securities within the Company's Integrated Payment Systems
(*IPS™) segment. At December 31, 2006, 100% of the IPS segment
portiolio was invested in "AA” or above-rated securities. IPS segment
investment portfolio balances averaged $13.1 billion in 2006, $13.4
hillion in 2005 and $12.7 bilion in 2004, Investment revenues (before
commissicns to certain selling agents and hedging gains and lossss) from
the IPS segment portfolio totaled $469.5 million in 2006, $448.3 million
in 2005, and $497.2 million in 2004 ($720.5 million, $691.7 million, and
$713.8 million, respectively, on a pretax equivalent basis).

Note 7:

Investment Securities

Investment securities are a principal component of the Company's
settlement assets, and represent the investment of funds received by
FDG from the sale of payment instruments (principally official checks
and financial instituiion money orders) by authorized agents. Within
settlement assets, virtually all of FDC's investment securities are debt
securities, most of which have maturities greater than one year. Realized
pretax gains from the sale of these investment securities were $0.3
million for 2006, $0.4 milion for 2005 and $111.4 million for 2004. The
net of tax amount of tha realized gains that the Company reclassified
out of QCl into investment income for the years ended December 31,
2006, 2005 and 2004 were $0.2 million, $0.3 million and $72.4 milion,
respectively. The Company uses specific identification to determine the
cost of a security sotd and the amount of gains and losses reclassified
out of OCI. The Company received proceeds from the sale of long-term
invastments of $18.5 million, $46.2 milion and $3,533.3 million in 2008,
2005 and 2004, respectively.

The Company also maintainsg various other investments many of
which are classified as available-for-sale and carried at fair market value of
$92.7 million at December 31, 2006 and $117.3 million at December 31,
2005. Such investments are recorded in the “Other assets” line item
of the Consolidated Balance Sheets and include primarily state and
municipal obligations, mortgage-backed securities and preferred stock.
In addition, the Company has investments in non-marketable equity
securities and other investments that are carried at cost of $34.8 million
and $39.5 million at Decernber 31, 2006 and 2005, respectively, and are
also recorded in the “Other assets” line itern of the Consolidated Balance
Sheets. Realized gains and Yosses associated with the investments
described above are recognized in the “Investment gains and (losses)”
line item of the Consolidated Statements of Income. Included in the
net gains recognized in 2005 is a pretax gain of $21.4 milicn resulting
from the sale of the Company's investment in CheckFree Corporation,
net of charges 1o exit the related hedging instruments. See Note 3 for
additional discussion pertaining to investment gains and losses as well
as the write-down of investments,
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The principal components of investment securities are as follows (in miflions):

Gross Unrealized Gross Unrealized
Costl! Gain {Loss) Fair Value
December 31, 2006
State and municipal obligations $ 12,023.1 $ 1154 $ (89.0) $ 12,049.5
Mertgage-backed securities 271 0.1 (0.2 27.0
Other securities:
Investment partnerships 93.3 — _ 93.3
Cost-based investments 34.8 — — 348
Equity — 0.3 —_ 0.3
Preferred stock 26.8 2.5 —_ 29.3
Total other 154.9 2.8 — 167.7
Totals $ 12,2051 $ 1183 $ (89.2) $ 12,234.2
December 31, 2005
State and municipal obligations $ 12,1741 3 452 $ (124.5 $ 12,0948
Morgage-backed securities 61.5 — (1.0} 60.5
Other securities:
Investment pantnerships @ 82.9 — —_ 82.9
Cost-based investments 39.5 — — 395
Equity — 1.8 _ 1.9
Preferred stock 50.9 0.7 0.3} 51.3
Total other 173.3 2.6 {0.3} 175.6
Totals $ 12,408.9 $ 47.8 g (1258 $ 12,3309
) Represents amorized cost for debt securities.
2 [nvestmants in investment partnerships are accountad for under the equity method of accounting.
The following table presents maturity information for the Company’s debt securities at December 31, 2006 (in millions):
Fair Value
Due within one year $ 5017
Due after one year through five years 4,3155
Due after five years through 1C years 3,558.8
Due after 10 years 3,673.5
Total Debt Securities $ 12,0495

The following table presents the gross unrealized losses and fair value of the Company’s investments with unrealized losses that are not deemed
to be other-than-temporarily impaired, aggregated by investment category and length of time that individual securities have been in a continuous

unrealized loss position at December 31, 2006 and 2005 (in millions):

Less than 12 months

More than 12 months

Fair Unrealized Fair Unrealized Total  Total Unrealized
December 31, 2006 Value Losses Valua Losses Fair Value Losses
State and municipal obligations $ 8937 $ (3.7 $ 5,545.2 $ (85.3) $ 6,438.9 $ {89.0)
Mortgage-backed securitiesf 2.0 — 15.0 (0.2) 17.0 0.2)
@ Unrealized losses less than 12 months are less than $50,000.

Less than 12 months More than 12 menths

Fair Unrealized Fair Unrealized Total  Total Unrealized
December 31, 2005 Value Losses Value Losses Fair Value Losses
State and municipal obligations $ 5,646.1 $ (587 $ 25245 $ (65.8) $ 81706 $ (124.5)
Mortgage-backed securities 16.8 0.1 36.0 0.9 52.8 (1.0
Preferred stock — — 14.7 (0.3} 147 0.3}

As of December 31, 2006 the Company's unrealized losses related to
the fellowing:

State and municipal obligations — The unrealized losses on the Company’s
investments in state and municipal obligations result from an increase in
interest rates and are not related o credit quality. The unrealized losses
are deemed to be not other-than-temporary because the Company has
the ability and intent to hold these investments until a recovery of fair
value occurs which may be upon maturity.

Mortgage-backed securities—The majority of the Company's investments
in mortgage-backed securities are in government sponsored mortgage
entities. The unrealized losses on mertgage-backed securities result
from changes in interest rates and are not related to credit quality. The
unrealized losses are deemed to be not other-than-iemporary because
the Company has the ability and intent to hotd the investments until a
recovery of fair value occurs which may be upon maturity.
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Note 8:

Nonderivative and Derivative Financial Instruments
NONDERIVATIVE FINANCIAL INSTRUMENTS

Concentration of credit risk

FOC maintains cash and cash equivalents, investment securities and
certain hedging instruments (for specified purposes) with various financial
institutions. The Company limits its concentration of these financial
instruments with any one institution, and periodically reviews the credit
standings of these institutions. FDC has a large and diverse customer
base across various industries, thereby minimizing the credit risk of any
one customer to FDC's accounts receivable amounts. In addition, each
of the Company’s business units perform angeing credit evaluations on
centain of their customers’ financial condition.

Management of nonderivative financial instrument risks

FDC does not hold or issue financial instruments for trading purposes.
FDC encounters credit and market risks related to the Cormpany’s financial
instruments, principally its investment securities. The Company attempts

to mitigate credit risk by making high-guality investments. Substantially
all of its long-term debt investment securilies have credit ratings of “AA”
or better from a major rating agency. FDC maintains a large portion of
i{s settlement assets in cash and cash equivalents, thereby mitigating
market risks {such as a reduction in the fair value of long-term investment
securities due to rising interest rates) that could impact the Company's
funding of its settlement obligations.

Fair value of financial instruments

Canrying amounts for cerlain of FOC's financial instruments (cash and
cash equivalents and short-term borrowings) approximate fair value due
to their short maturities. Accordingly, these instruments are not presented
in the following table. The following table provides the estimated fair
values of certain nonderivative financial instruments and derivative
financial instrurments (in millions):

L 2006 ] 2005
Decamber 31, | Canying Value Fairvalue |  Carmying Value Fair Valug
NONDERIVATIVE FINANCIAL INSTRUMENTS:
Long-term investment securities $ 12,2342 S 122342 $ 12,3309 $ 12,3309
Long-term debt 2,294.3 2,235.0 3,961.1 3.943.1
DERIVATIVE FINANCIAL INSTRUMENTS:
Interest rate swaps refated to commissions payable, net $ —_ 3 —_ 3 {98.1) 3 (98.1}
Interest rate swaps refated to certain
long-term investment securities, net 44.7 44.7 | (2.5) (2.5)
Interest rate swaps refated to fixed rate debt (51.9) {51.9) {71.1) (71.1}
Foreign currency forward contracts {(1.6) (1.6) 2.1) (2.1)
Foreign currency swaps related to
net investments in foreign entities (62.2) (62.2) {10.5) (10.5}
QOiher foreign currency swaps L 3.2 {3.2) 0.2 0.2

The estimated fair value of nonderivative financial instruments is
based primarily on market quotations whereas the estimated fair value
of derivative financial instruments is based on market and/or dealer
gueiations, Accordingly, these estimated values may not be representative
of actual values that could have been realized as of the year-end dates
or that will be realized in the future.

DERIVATIVE FINANCIAL INSTRUMENTS
Accounting for Derivative Instruments and Hedging Activities

The Company utilizes certain derivative {financial instruments to
enhance its ability o manage risks that exist as part of its ongoing
business operations. The Company recognizes all derivatives in the
"Other asseis” and “Accounts payable and other liabilities™ captions in
the Consolidated Batance Sheets at their fair value,

As of December 31, 2008, the Cormpany uses derivative instruments
to mitigate cash flow risks with respect to changes in foreign currency
rates (forecasted transactions denominated in foreign currency) and fair
value risk related to changes in interest rates (long-term investments and
fixed rate long-term debt) as well as to protect the initial net investment
in certain foreign subsidiaries and/or affiliates with respect to changes
in foreign currency rates.

The Company used derivative instruments to mitigate cash flow
risks with respect to forecasted transactions (Commission payments).
As discussed in Note 3, such derivative instrumenis did not mest the
documentation requirements of Statement of Financial Accounting
Standards No. 133, “Accounting for Derivative Instruments and Hedging
Activities” (*SFAS 133") to qualify for hedge accounting. Accordingly such
derivative instruments were marked-to-market through the Consolidated
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Statements of Income as part of the “Investment gains and (losses})”
line. By December 2006, the Company terminated alt of these interest
rate swaps and entered into new interest rate swaps that qualify for
hedge accounting.

With respect to derivative instruments that are afforded hedge
accounting pursuant to SFAS 133, on the date the derivative instrument
is entered into, the Company designates the derivative as a cash {low
hedge, a fair value hedge or a hedge of a net investment depending on
the asset, liability, forecasted transaction or nat investrment being hedged.
Changes in the fair value of a derivative that is designated and qualifies
as a cash flow hedge are generally recorded in OCl and reclassified
into earnings in the same period or periods during which the hedged
transaction affects earnings. Changes in the fair value of a derivative that
is designated and qualifies as a fair value hedge are recorded immediately
in earnings along with the corresponding change in the carrying valug of
the hedged item. Changes in the fair value of a net investment hedge are
recorded as part of the cumulative translation adjustment in CCI.

The Company formally documents all relationships betweean
hedging instruments and the underlying hedged items, as well as
its risk management chjective and strategy for undertaking various
hedge transactions. This process includes knking all derivatives that are
designated as cash flow hedges to forecasted transactions, fair value
hedges to the related underlying instrument or net investment hedges to
the undertying investment in a foreign subsidiary or affliate. The Company
also formally assesses, both at inception of the hedge and on an ongeing
basis, whether the hedge is highly effective in offsetting changes in cash
flows, fair value or foreign currency exposure of the undertying hedged
items. The Company also performs an assessment of the probability of
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the forecasted transaction on a periodic basis. If it is determined that a
derivative ceases to be highly effective during the term of the hedge or
if the forecasted transaction is ne longer probable, the Company will
discontinue hedge accounting prospectively for such derivative.

RISK MANAGEMENT OBJECTIVES AND STRATEGIES

The Cempany is exposed to various financial and market risks, including
those related to changes in interest rates and foreign currency rates
that exist as part of its engoing business operations. The Company
utilizes certain denvative financial instruments to enhance its ahility to
manage these risks. Derivative instruments are entered into for periods
consistent with related underlying exposures and do not constitute
positions independent of those exposures. The Company applies
strict policies to manage each of these risks, including prohibiticn
against derivatives trading, derivatives market-making or any other
speculative activities. Although certain transactions do not qualify for
hedge accounting, they are entered into for hedge purposes and are
not considered speculative.

The Company's policy is to minimize its cash flow, fair value and
net investrent exposures related to adverse changes in interest rates
and foreign currency exchange rates. The Company's objective is to
engage in risk management strategies that provide adequate downside
protection.

CREDIT RISK

FDC does not believe that its derivative financial instruments expose
it to more than a nominal amount of credit risk, as the counterparties
are established, well-capitalized financial institutions with a long-term
debt rating by Standard and Poor's of “A” or "A2" and/or a short-term
deb? rating of “A1” or "P1” or better, unless otherwise approved by the
Company's Investment Committee. The credit risk inherent in these
agreements represents the possibility that a loss may accur from the
nonperformance of a counterparty to the agreements. The Company
performs a review at inception of the hedge, as circumstances warrant,
and at least on a quarterty basis of the credit risk of these counterparties.
The Company also monitors the concentration of its contracts with
individual counterparties. FDC anticipates that the counterparties wilt
be able to fully satisfy their obligations under the agreements. FDC's
exposures are in liquid currencies (primarily in U.S. dollars, euros and
Australian dollars) and active equity markets, so there is minimal risk
that appropriate derivatives te maintain the hedging program would not
be available in the future.

DERIVATIVES NOT QUALIFYING FOR HEDGE ACCOUNTING

INTEREST RATE DERIVATIVES

The Comparny’s official check business involves the payment of
commissions to selling agents that are computed based on short-term
interest rates. The Company used to hedge the commission payment
obligation (cash flows) by entering into interest rate swap contracts but,
as noted above, these swaps did not qualify for hedge accounting and
were marked-to-market through the Consolidated Statements of Income.
In these swap contracts, FDC paid a fixed rate in exchange for receiving
a variable cash flow from the counterparty that specifically matched the
underlying index used to calculate the commission payment obligation,
By December 2006, the Company terminated all of the above noted
interest rate swaps and entered into new interest rate swaps that qualify
for hedge accounting.

In December 20086, in connection with a reducticn in the outstanding
balance of the Company’s long-term debt that was hedged to mitigate
fair value risk related to changes in interest rates, the Company
de-designated an amount of the fair value hedges in proportion to
the reduction in the debt balance. On the same date that the de-
designations were effective, the Company entered int¢ new derivative

instruments ("mirror” swaps) with the terms exactly opposite to the
de-designated proportions of the existing swaps. The de-designated
proportions of the swaps and the new mirror swaps have not been
designated as acceunting hedges and accordingly these derivatives
are marked-to-market through the “Investment gains and (losses)” line
item of the Consolidated Statements of Income. Since the terms of the
de-designated swaps and the mirror swaps are exactty opposite, the
changes in fair value of these instruments exactly offset each other and
result in no or immaterial impact on a net basis on the Consolidated
Statements of Income. The notional amounts of the de-designated
swaps and the mirror swaps total $0.7 biliion.

FOREIGN CURRENCY DERIVATIVES

The Company has certain foreign currency derivative instrurnents that
are effective as hedges but are not designated as such. Accordingly,
the changes in fair value of such derivative instruments are recorded
in the Censolidated Statements of Income and substantiaily offset the
transaction gain or loss recognized on the underlying. The aggregate
notional amount of these derivative instruments was 375.0 millicn yen
at December 31, 2006 and December 31, 2005.

DERIVATIVES THAT QUALIFY FOR HEDGE ACCOUNTING

HEDGE OF A NET INVESTMENT IN A FOREIGN OPERATION

Periodically, the Company acquires an international entity or an ownership
in certain entities. In connection with such investments, the Company
generally enters into net investment hedges. Net investment hedges
are hedges that use derivative contracts to hedge the foreign currency
exposure of a net investment in a foreign aperation. The Company
manages currency exposures that result from net investments in
affiliates principally by funding assets denominated in local currency
with debt denominated in that same currency and entering into a cross-
currency swap.

A cross-curency swap involves the Cormpany exchanging & notional
armount of U.8. dollars for an equal notional amount of currency in which
the investment is made at initial and final setttement. The Company pays
a fixed rate of interest in the currency in which the investment is made
and receives a fixed rate of interest in U.S. dollars.

The aggregate notional amount of the Australian dollar cross curency
swaps was 230.0 million Australian dollars at December 31, 2006 and
December 31, 2005, The aggregate notional amounts of the euro cross
currency swaps were 492.5 million euros at December 31, 2006 and
Dacember 31, 2005. Changes in the fair value of these cross currency
swaps are recognized in OCl. The Company uses the forward rate to
measure the ineffectivengss of its net investment hedges. Since both
the notional amount of the derivative designated as a hedge of a net
investment in a foreign operation equals the portion of the net investment
designated as being hedged and the derivative's underlying relates
solely to the foreign exchange rate between the functional currency of
the hedged net investment and the U.S. doflar, no hedge ineffectiveness
is recognized in earnings. Afl changes in the fair value of these cross
currency swaps are recognized in OCI. The amount the Company realized
in QCI for the year ended December 31, 2006 offsetting the foreign
currency translation gains was $29.5 million.

CASH FLOW HEDGES

From time to time, the Company enters into derivatives to hedge certain
cash flows. Such instruments include foreign currency forward contracts
to hedge the variability in its functional currency equivalent cash flows
due to foreign currency exposures associated with forecasted foreign
currency sakes and costless collars to hedge the anticipated future cash
flows associated with a forecasted sale of an investment security. At their
initiation, these derivative instruments qualified, and were designated, as
cash flow hedges. On an individual and aggregate basis such derivatives
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are immaterial to the financial statements for ali periods presented. The
effective portion of changes in fair value of these hedges are recorded
temporarily in stockholders’ equity as a component of OCI and then
recegnized in the Consolidated Statements of Income in the same
period or periods during which the hedged transaction affects earnings.
Any inaffective portions of changes in fair value are recognized in the
Consolidated Statements of income during the period of change. The
amount of ineffectiveness related to these cash flow hedges is immaterial.
As of December 31, 2008, the maximum length of time over which the
Company is hedging its exposure is four years. The amount of losses in
OClrelated to the hedged transactions that is expected to be reclassified
into the Consolidated Statements of Income during the year ending
December 31, 2007 is immaterial.

FAIR VALUE HEDGES

From time to time, the Company enters into certain interast rate swap
agreements to hedge the exposure of changes in fair value resulting
from certain fixed rate debt. Under these agreements, the Company
exchanges fixed rate interest payments to floating rate interest payments
on certain of its debt. These hedges qualify for the short-cut method of
acoounting as described in paragraph 68 of SFAS 133. Accordingly, there
is no ineffectiveness related to these interest rate swaps. The aggregate
noticnal amount of these interest rate swaps was $1.5 bilion and $3.2
billion at December 31, 2006 and 2005, respectively.

The Company enters into certain interest rate swap agresements 1o
hedge the exposure to changes in fair value related to certain investments
within its long-term portfolio investments. The Company categorizes
these investments as available-for-sale and has from time to time sold
certain of these investments. Therefore, the Company is exposed {0
changes in the fair value of the investments as a result of changes in
interest rates, which is the specific risk being hedged using benchmark
interest rates. Changes in the fair value of the interast rate swaps wil
offset changes in the fair value of the investments. These hedges qualify
for the short-cut method of accounting as described in paragraph 68
of SFAS 133. Accordingly, there is no ineffectiveness related to these
interest rate swaps. The aggregate noticnal amount of these interest
rate swaps was $7.6 billion and $2.2 billion at December 31, 2006 and
2005, respectively.

ACCUMULATED DERIVATIVE GAINS OR LOSSES

The following table summarizes activity in other comprehensive income
for the years ended December 31, 2006 and 2006 related to derivative
instruments classified as cash flow hedges and net investment hadges or
capitalized amounts associated with past cash flow hedge transactions
held by the Company {in millicns):

[P —

i 2006 2005

Accumulated loss included in cther 1
comprehensive income at January 1 $ (5.7} % (55.7)

Less: Reclassifications into earnings

from other comprehensive income 1.9 ‘ 11.7
(13.8)] {44.0)

Changes in fair vaiue of ;
dlerivatives—gain {loss) (29.9)] 28.3

Accumulated loss incluged in other J
comprehensive income at December 31 3 (43.7) $ (15.7)
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Nofe 9:
Income Taxes

Yaar ended December 31, [ 2006 2005 2004
{in millions)

COMPONENTS OF PRETAX .

INCOME BEFORE

DISCONTINUED OPERATIONS '

AND CERTAIN MINORITY !

INTEREST ADJUSTMENTS:

Domestic $ 9512 $ 996.3
Foreign ' 1029 (1.1)
61,0541  $ 9952

$ 1,526.1
(18.3)
$ 1,507.8

PROVISION FOR INCOME TAXES !
BEFORE DISCONTINUED
OPERATIONS AND CERTAIN |
MINORITY INTEREST ‘

ADJUSTMENTS: ‘

Federal 'S 1482 $ 1464 $ 3049

State and local ) 34.2 28.6 45.7

Foreign : 21.3 13.3 59
'$ 2037 5 1883 $ 3685

The Company’s effective tax rates from continuing operations differ
from statutory rates as follows:

Year ended December 31, [ 2006 2005 2004
Federal statutory rate i 35.0% 35.0% 35.0%
State income taxes, net of

federal income tax benefit 1 22 | 19 2.1
Foreign rate differential ! {4.3) (1.3 {0.6)
Interest earned on

municipal investments | (14.6) {15.3) (8.7)
Tax credits ‘ {0.5) {0.5) {0.9)
Divicend exclusion ‘ 1.2 (1.3) {0.6)
Prior year statute expiration ; {0.2) 0.9 (3.0
Valuation allowances ] 23 08 0.0
Other ! 0.7 0.7 0.3
Effective tax rate ! 19.4% . 18.9% 23.6%

FDC's income tax provisions consist of the following components
{in milllons}:

Year ended Dacember 31, " 2006 2005 2004
CURRENT | '
Federal I$ 1931 $ 1818 & 3643
State and local . 39.3 31.8 54.5
Foreign ) 324 15.0 3.9
. 264.5 228.6 4227
DEFERRED
Federal L a9 (35.4) (59.4)
State and local I {5.1) (3.2) (8.8)
Fareign ' (10.8) (1.7} 20
; (60.8) (40.3) (66.2)
'8 2037 § 1883 § 3565
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Income tax payments of $86.0 million in 2006 are lgss than current
expense primarily due to increased tax benefits associated with the
exercise of stock options recorded directly to equity for 2006 and 2005
overpayment applied to 2006. Income tax payments of $262.0 million in
2005 are more than current expense primarily due to tax payments related
to prior year tax liability and 2005 overpayment. Income tax payments of
$418.0 miflion in 2004 approximated current tax expense for 2004,

Deferred tax assets and liabilities are recognized for the expected
1ax consequences of temporary differences between the book and tax
bases of the Company's assets and liabilities. Valuation allowances are
recorded to reduce deferred tax assets when it is more likety than not that
a tax benefit will not be realized. Net deferred tax liabilities are included in
“Accounts payable and other liabilities” in FDC's Consolidated Balance
Sheets. The following table outlines the principal components of deferred
{ax iterns {in millions):

At December 31, 2008, no provision had been made for U.S. federal
and state income taxes on approximately $56.1 million of foreign eamings,
which are expected to be reinvested indefinitely. Upon distribution of
those earnings in the form of dividends or otherwise, the Company would
be subject to U.S. income taxes {subject to an adjustment for foreign
tax credits), state income taxes, and withholding taxes payable 1o the
various foreign countries. Determination of the amount of unrecognized
deferred U.S. tax liability is not practicable because of the complexities
associated with its hypothetical calculation.

Naote 10:
Borrowings

December 31, (in milions} ] 2006 2005
SHORT-TERM BORROWINGS:

B ) Commercial paper S — $ 6993
December 31, , 2006 2005 Capital lease obligations 46.6 38.3
DEFERRED TAX ASSETS RELATED TO: | Cther short-term debt 89.9 55
Reserves and other accrued expenses 's 30.1 $ 182 4.70% Notes due 2006 —_ 649.4
Pension obligations ' 58.8 328 Medium-term notes 85.4 —
Employee related liabilities ! 74.2 819 LONG-TERM DEBT:
U.S. foreign tax credit on Medium-term notes 404 349.0
undistributed earnings 39.7 21.4 5.625% Notes due 2011 156.6 646.5
Total deferred tax assets 202.8 154.3 3.375% Notes due 2008 499.5 499.2
Valuation allowance (38.4)" {14.7) 4.70% Notes due 2013 478.8 498.6
Realizable deferred tax assets 164.4 139.6 3.90% Notes due 2008 102.7 449.5
DEFERRED TAX LIABILITIES RELATED TO: ' 4.85% Notes due 2014 3751 549.9
Property, equipment and intangibles i {417 (530.6) 4.50% Notes due 2010 158.7 549.7
Investment in affiliates and other ) {115.4) 68.2) 4.95% Notes due 2015 399.7 449.6
Deferred revenues | {2.0)" (3.0 Capital lease obligations 128.4 34.0
Unrealized securities and : Cther fong-term debt 6.3 6.2
hedging {(gainyloss ‘ 8.3 30.9 Adjustments to canying value for
Foreign exchange (gain)loss \ (55.9) (11.9) mark-to-market of interest rate swaps {51.9} (71.1)
Total deferred tax iabilities | (593.3) (582.8) $ 2,516.2 $ 5,354.6
Net deferred tax liabilties i % {428.9) $ (443.2)

As of December 31, 2006, the Company had recorded a valuation
allowance of $38.4 million against U.S. foreign tax credits and foreign net
operating losses. It is more likely than not that the tax benefit of those
deferred tax assets will not be realized due o statutory limitations.

As of December 31, 2006, the Company had aggregate federal
net operating loss carryforwards of approximately $18 million. If not
utilized, these carryforwards will expire in years 2007 through 2022. All
net operating loss carryforwards are included within reserves and other
accrued expenses in the above table,

As of December 31, 2006, the Company had aggregate foreign net
operating loss carryforwards of approximately $90 million. Foreign net
operating loss carryforwards of $72 million, if not utilized. will expire in
years 2007 through 2026. The remaining foreign net operating loss
carryforwards of $i8 milion have an indefinite life.

As of December 31, 2006, the Company had aggregate state net
operating loss carmyforwards of approximately $86 million. If not utilized,
these carryforwards will expire in years 2007 through 2024,

The Company's commercial paper borrowings during the years ended
Decemnber 31, 2006 and 2005 had weighted-average interest rates of
5.1% and 3.2%, respectively. At December 31, 2008, the Company's
commercial paper program was $1.5 billion supported by a $1.5 billion
revolving crediit facility, which expires on October 24, 2010. Interest rates
for borrowings under the facility are based on market rates. The facility
contains customary covenants, which are not expected to significantly
affect FDC's operations, At December 31, 2008, the Company was in
compliance with all of these covenants.

Immediately prior to the spin-cfi of Western Union discussed in
Note 1, Western Union transferred $1.0 billion of Western Union notes
and $2.5 billion in cash to FDC., On Septernber 29, 2008, the Company
exchanged these Western Union notes for FDC commercial paper held
by investment banks. In November and December 2006, the Company
ulilized approximately $2.1 bilion of the cash received from Western
Union to repurchase commercial paper and debt through a cash tender
offer and other repurchases. In conjunction with these debt repurchases,
the Company de-designated as a hedge a portion of any asscciated
interest rate swaps so that the portion of the swaps remaining designated
as fair value hedges corrasponds to the remaining principal amount
of the correspending debt instruments. Refer to Note 8 for additional
information regarding the interest rate swaps.
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In September 2006, the Company paid off the $650.0 millicn 4.70%
senior notes that were due to mature in November 2006. The Company
also exited the associated interest rate swaps. As part of the acquisition
of GZS in June 2006, the Company acquired lines of credit which
totaled approximately 363 million euro or approximately $475 million as
of December 31, 2006. The Company had $89.6 million outstanding
against these lines of credit as of December 31, 2006.

In January 2007, the Company repurchased an additional $80.7
million of borrowings.

In July 2005, the Company's $200.0 million 6.75% medium-term note
reached maturity and the Company repaid the principal balance.

On May 26, 2005, the Company issued $550 million of 4.50% senior
notes due June 15, 2010 and $450 million of 4.95% senior notes due
June 15, 2015. The Company received net proceeds of $547.9 million
and $447.7 million from these issuances, respectivaly, which were used
to repay outstanding commercial paper. In conjunction with the debt
offering, the Company entered into one five-year and two 10-year interest
rate swaps with notional amounts totaling $550 millicn and $450 million,
respectively, to receive interest at the coupon rate of the debt and to pay
interest at a variable rate equal to LIBOR plus 0.2035% and 0.392%,
respectively. Interest on the notes, which are public debt offerings, is
payable semi-annually in arrears. The notes do not have sinking fund
obligations. In 2008, the Company repurchased $391.3 milion and $50.0
million of the $550 million five-year and $450 million 10-year senior notes,
respectively. In addition, the Company de-designated a portion of the
associated interest rate swaps as noted above. The weighted-average
interest rate on the five and 10-year notes on December 31, 2006 was
5.896% and 5.837 %, respectively.

On Novemnber 12, 2004, the Company filed a $2 billion shelf registration
of which $1 billion was fully available at December 31, 2006.

On September 16, 2004, the Company issued $450 million of 3.90%
senior notes due October 1, 2009 and $550 milion of 4.85% senior notes
due October 1, 2014, The Company received net proceeds of $447.8
million and $547.6 million from these issuances, respectively, which were
used to repay outstanding commercial paper and for general corporate
purposes. In conjunction with the debt offering, the Company entered into
two five-year and one 10-year interest rate swaps with notional amounts
totaling $450 million and $550 million, respectively, to receive interest at
the coupon rate of the debt and {0 pay interest at a variable rate equal to
LIBOR plus 0.0875% and 0.2500%, respectively. The Company expects
the change in the fair value of the interest rate swaps to offset changes in
the fair value of the fixed rate debt due to market interest rate changes.
Interest on the notes, which are public debt offerings, is payable sermi-
annually in arvears. The notes do not have sinking fund obligations. In
2006, the Company repurchased $347.2 million and $174.8 million of the
$450 million five-year and $550 million 10-year senior notes, respectively.
In addition, the Company de-designated a portion of the associated
interest rate swaps as noted above. The weighted-average interest rate
on the five and 10-year notes on December 31, 2006 was 5.946% and
5.694%, respectively.

On July 30, 2003, the Company issued $500 million of 3.375% senior
notes due August 1, 2008 and $500 million of 4.70% senior notes due
August 1, 2013. The Company received net proceeds of $392.6 million
from these issuances, which were used to repay a portion of outstanding
commercial paper, repurchase the Company’s commen stock and for
general corporate purposes. Interest on the notes, which are public
debt offerings, is payable semi-annually in arrears. The notes do not
have sinking fund obligations. In conjunction with the debt offering, the
Company entered into five and 10-year interest rate swaps with notional
amounts of $250 million each to receive interest at the coupon rate of the
debt and to pay interast at a variable rate equal to LIBOR plus 0.03% and
0.20%, respectively. The Company expects the change in the fair value
of the interest rate swaps to offset changes in the fair value of the fixed
rate debt due to market interest rate changes. in 2008, the Company
repurchased $20.0 million of the $500 million 10-year senicr notes.
In addition, the Company de-designated a portion of the associated
interest rate swaps as noted above. The weighted average interest rate
on the five and 10-year notes on December 31, 2006 was 4.528% and
5.225%, respectively.

In Navember 2001, the Company issued $650 million of 4.70%
senior notes due 2006 and $650 million of 5.625% senior notes due
2014 and received net proceeds of $646 million and $644 million,
respectively. Interest on the notes, which are public debt offerings, is
payable semi-annually in arrears. The netes do not have sinking fund
obligations. In conjunction with the November 2001 debt offerings, the
Company entered into several five-year interest rate swaps to receive
interest at a fixed rate of 4.70% and to pay interest at a variable rate
equal to LIBOR plus 0.1738%. In 2006, the Company repurchased
the $650 million five-year notes and $492.7 million of the $650 million
10-year senior notes.

The outstanding medium-term notes have interest rates ranging from
5.80% t0 6.38% and are due at various dates through 2008. These notes
do not have sinking fund obligations and they are not redeemable prior
to maturity. In 2006, the Company repurchased $224.1 million of the
medium-term notes due in 2007 and 2008.

Aggregate annual maturities of long-term debt are $580.1 million in
2008, $123.5 million in 2009, $164.8 miflion in 2010, $160.2 million in
2011 and $1,317.6 millien in all periods thereafter.
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Note 11:
Supplemental Balance Sheet and Cash Flow Information
SUPPLEMENTAL BALANCE SHEET INFORMATION

Decambsr 31, (in milions) : 2006 | 2005

ACCOUNTS RECEIVABLE: l
Custorners § 1,8879 . §$ 1,552
Unconsofidated merchant alliances | 58.8 \ 837
Interest and other receivables . 2326 . 218.9
2,179.3 | 1,859.7
Less allowance for doubtful accounts | {29.0) | (34.9)
'$ 21503 | $ 18248

PROPERTY AND EQUIPMENT (=; \ ’
Land 8 70.6 $ 733
Buildings ' 387.6 317.4
Leasehold improvements ' 150.0 145.6
Equipment and furniture 1,7816 1,699.0
Equipment under capital lease . 89.5 95.9
24793 | 23312

L (1,711.3) . (1,595.6)
‘$ 7680 $ 7356

Less accumulated depreciation

OTHER ASSETS:
Irvestments -$ 1275 $ 1568
Regulatory and escrowed cash ‘ 274 187.2
Derivative financial instruments 92.6 90.4
Prepaid expenses 1651 163.1
Inventory ‘ 1144 100.5
Other . 17.9 | 30.6

$ 5449

&

728.6

ACCOUNTS PAYABLE AND OTHER LIABILITIES:
Accounts payable and
accruad expenses

!'s 8952 $ ass7

Compensation and benefit liabilities ! 2605 218.1
Pension obligations I 1e21 93.5
Accrued cosis of businesses f

acquired {including deferred f

acquisition consideration) i 700 84.3
Income taxes payable ; 143.2 . 82.8
Deferred income taxes 428.9 4432
Minority interest ! 111.9 716
Derivative financial instruments 166.8 274.5
Other liabilities ) 398.2 | 397.1

[$ 26368 ., § 25538

w  As of Decernber 31, 2006, the Company believes i has fully dapreciated fixed assels
that are no longer in service that the Company expects to wnita-off during 2007. Such
amounts are nat axpected to be material to the Company's financial staternents and will
have a net zero impact t¢ the “Property and equipment, net of accumuiated depreciation”
kne itam on the Consolidated Balance Sheets.

SUPPLEMENTAL CASH FLOW INFORMATION
Supplemantal cash flow information for the years ended December 31,
2006, 2005 and 2004 is summarized as follows {in millions):

Yaar ended December 31, 2006 2005 2004
Income taxes paid $ 86.0 $ 282.0 $ 418.0
Interest paid 263.5 183.5 109.0

See Note 15 for information concerning the Company's restricted
stock awards.

On September 29, 2006, the holder of a warrant originally issued
on Novermnber 16, 2000 exercised its right to a cashless exercise of the
warrant. The Company issued 359,824 shares of its common siock to
the warrant holder in connection with the cashless exarcise. The warrant
had provided for the purchase of 3.5 million shares of the Company’s
common stock at $40.025 before giving effect to the adjustment for the
Company’s spin-off of The Western Union Company.

In connection with the spin-off, Western Union iransferred $1 billion
of Western Union notes to FDC. On Septernber 29, 2006, the Company
exchanged these Western Union notes for FDC debt {commercial paper)
held by investment banks.

Significant non-cash transactions during 2004 included the issuance of
159.8 million shares of FDC common stock to the Concord shareholders
and the conversion of cutstanding Concord options to options to
purchase 20.5 million shares of FDC cormmon stock as consideration in
the merger. The Company called the $542 million 2% Senior Convertible
Contingent Debt Securities due 2008 (“GODES™ on March 3, 2004,
The Company issued 4.5 million common shares to certain of the
bondholders who elected shares versus a cash payment.

Note 12;
Related Party Transactions ]

MERCHANT ALLIANCES

A substantial portion of the Company's business within the Commercial
Services and International segments are conducted through merchant
alliances. No directors or officers of the Company have ownership
interests in any of the alliances. Certain merchant alliances, as it pertaing
to investments accounted for under the equity method, are joint ventures
between the Company and financial institutions. The formation of each of
thesa alliances generally involves the Company and the bank contributing
contractual merchant relationships to the alliance and a cash payment
from ane owner to the other to achieve the desired ownership percentage
for each, The Company and the bank contract a long-term processing
service agreement as part of the negotiation process. This agreement
governs the Company’s provision of transaction processing services
to the alliance. Therefore, the Company has two income streams from
these alliances: its share of the alliance’s net income (classified as “Equity
earnings in affiliates”) and the processing fees it charges to the alliance
{classified as “Transaction and processing service fees"). The processing
feas are based on transaction volumes and unit pricing as contained in the
processing services agreement negotiated with the alliance partner.

The Company negotiated all agreements with the alliance banks.
Therefore, all transactions between the Company and its alliances
were conducted ai arm’s-length. The revenue associated with these
related party transactions are presented on the face of the Consolidated
Statements of Income.

If the Company has majarity ownership and managsment control over
an alliance, then the alliance’s financial staterments are consolidated with
those of the Company and the related processing fees are treated as an
intercompany transaction and eliminated upon consolidation.

TRANSACTIONS AND BALANCES INVOLVING DIRECTORS AND

COMPANY EXECUTIVES

Mr. Robinson, a director of the Company, and members of his family have
equity intarasts in ARE Investors, L.P.; RRE Investors Fund, L.P: RRE
Ventures I, L.P; RRE Ventures Fund Il, L.P.; RRE Ventures IIl-A, L.P; RRE
Ventures Il, L.P.; RRE Veniures Fund IIl, L.P; and RRE Advisors, LLC.
Prior to authorizing the transactions as described below, Mr. Robinson's
interesis in the transactions were disclosed 10 and reviewed by the Board
or the Oversight Committee of the Board.
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Between 1996 and 2001, the Company committed to invest a iotal of
%9 million to the above noted RRE companies and as of December 31,
2006 less than 3% of such commitments remained unfunded. The
Company is required 1o pay annual management fees to several of those
entities ranging from 2% to 2.5% of the actively managed cagpital as wall
as its pro rata share of certain expenses. During 2006, the Company
incurred management fees of less than $66,000.

In 2003 and 2004, the Company invested a total of $7.6 million in
two entities in which RRE companies also invested in and have non-
controlling ownership interests. (n 2005, the Company sold assets for
$1.5 million to an entity in which Mr. Robinson is a director and RRE
entities hold a minority interest.

Mr. Kiphart, a director of the Company, is the manager of the corporate
finance depariment and a principal at Wiliam Blair & Company, L.L.C.
Prior to the acquisition of Vigo Remittance Com. by the Company in
October 2005, Vigo hired Wiliam Blair to advise it in connection with
its consideration of the proposed acquisition and to provide a fairness
opinion in connection with the acquisition. Vige paid William Blair a
fee of $2.8 million upon completion of the acquisition, which included
reimbursing William Blair for all of its out-of-pocket expenses (including
fees and expenses of its counsel) reasonably incurred by it in connection
with its services, and will indemnify William Blair against potential liabilties
arising out of its engagernent. During 2008, Vigo was included in the
spin-off as described in Note 1,

Prior to the merger of Concord EFS, Inc. into a subsidiary of the
Company and his becoming a director of the Company on March 1,
2004, Richard P. Kiphart was the non-gxecutive chairman of the board
of directors of Concord as well as the manager of the corporate finance
department and a principal at Wiliam Blair & Company, L.L.C. Concerd
hired Wiliam Blair to advisa it in connection with its consideration of the
proposed merger and to provide a fairness opinion in connection with
the merger. Pursuant to a letter agreement dated February 20, 2003,
Concord paid Wiliam Blair a fee of $1.5 million upon the defivery of its
opinion, dated April 1, 2003, as to the fairness, from a financial point
of view, of the exchange ratio in the original merger agreement. Under
the terms of the agreement, William Blair received an additional fee of
$9.5 million upon the completion of the merger on February 26, 2004.
In addition, Concord reimbursed William Blair for all of its out-of-pocket
expenses (including fees and expenses of its counsel) reasonably
incurred by it in connection with its services and will indemnify Williarm
Blair against potential liabilities arising out of its engagement.

On January 31, 2008, the Company entered into a four year,
eight month sublease agreement with The Labry Companies, Inc. for
approximately 3,600 square feet of office space in Memphis, Tennessee.
During 2008, the Company paid approximately $159,916 to The Labry
Companies, Inc. Mr. Labry, an executive officer of the Company, is the
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sole shareholder of The Labry Compandes, Inc. Prior to authorizing the
transaction, Mr. Labry’s interest in the transaction was disclosed to and
reviewed by the Board.

Mr. Labry owns an airplane which he leases to a charter company.
The charter company makes the airplang available to its customers,
including the Company, which uses the airplane solely in connection with
business-related travel by Mr. Labry who is occasionally accompanied
by other Company employees. in 2006, the Cornpany incurred $807,374
in expenses 1o the charter company for the charter of Mr. Labry's
airplane.

Note 13:
Commitments and Contingencies

The Company leases certain of its facilities and equipment under
operating lease agreements, substantially ail of which contain renewal
options and escalation provisions. Total rent expense for operating
leases was $85.0 million in 20086, $81.2 miltion in 2005, and $99.7
million in 2004,

Future minimum aggregate rental commitments at December 31,
2006 under all noncancelable leases, net of sublease income, were
$284.1 milion and are due in the following years: $68.5 million for 2007,
$52.5 million for 2008, $43.1 million for 2008, $34.9 millien for 2010,
$26.3 million for 2011, and $58.8 million thereafter.

The sublease income is earned from leased space which FDC
concurrently subleases to its customers with comparable time periods.
Certain future lease rental income exceeds lease payments and was
excluded from the rental commitment amounts above. At December 31,
20086, these amounts totaled $2.9 millicn in FDC obligations. The
Company has guaranteed residual values aggregating $97.2 million
related to synthetic operating leases.

In addition, the Company has certain guarantees imbedded in leases
and other agreements wherein the Company is required to refieve the
counterparty in the event of changes in the tax code or rates. The
Company believes the fair value of such guarantees is insignificant due
{o the likelihood and extent of the potential changes.

The Company has $30.7 million in outstanding letters of credit at
December 31, 2006, the majority of which expire in 2007, with a one-year
renewal option. The letters of credit are held in connection with certain
business combinations, lease arrangements and bankcard association
agreements. The Company expects to renew the letters of credit prior
to expiration.

On or about April 3 and 4, 2003, two purported class action
complaints were filed on behali of the public holders of Concord’s
common stock (excluding shareholders related to or affiliated with the
individual defendants). The defendants in those actions were certain
current and former officers and directors of Concord. The complaints
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generally alleged breaches of the defendants' duty of loyalty and due
care in connection with the defendants’ alleged attempt to selt Concord
without maximizing the value 10 shareholders in order to advance the
defendants’ alleged individual interests in obiaining indemnification
agreements related to litigation against Concord and its directors
alleging Concord’s financial statements were materially misleading and
other derivative litigation. The complaints sought class certification,
injunctive relief directing the defendants’ conduct in connection with an
alleged sale or auction of Concord, reasonable attorneys'’ fees, expents’
fees and other costs and refief the Court deems just and proper. On
or about April 2, 2003, an additional purported ciass action complaint
was filed by Barton K, O'Brien. The defendants were Concord and
certain of its current and former officers and directors. This complaint
contained allegations regarding the individual defendants’ alleged
insider trading and alleged violations of securities and other laws and
asserted that this alleged misconduct reduced the consideration offered
to Concord shareholders in the proposed merger between Concord
and a subsidiary of the Company (the “Merger”}. The complaint sought
class cenlification, attorneys' fees, experis' fees, costs and other relief
the Court deems just and proper. Moreover, the complaint also sought
an order enjoining consummation of the Merger, rescinding the Merger if
it is consummated and setting it aside or awarding rescissory damages
to members of the putative class, and directing the defendants to
account to the putative class members for unspecified damages. These
complaints were consolidated in a second amended consolidated
complaint filed September 19, 2003 into one action (In Re: Concord
EFS, Inc. Shareholders Litigation) in the Shelby County Circuit for the
State of Tennessee.

On October i5, 2003, the plaintiffs In Re: Congord EFS, Inc.
Shareholders Litigation moved for leave to file a third amended
consolidated complaint similar to the previous complaints but also
alleging that the proxy statement disclosures relating to the antitrust
regulatory approval process were inadequate. A motion to dismiss was
filed on June 22, 2004 afteging that the claims should be denied and
are moet since the Merger has occurred. On Oclober 18, 2004, the
Court heard arguments on the plaintiff's motion to amend complaint
and defendant's motion to dismiss. On September 12, 2006, the Court
granted the plaintiff's maotion to file & third amended complaint. In early
Novemnber 2006 Concord filed a motion to dismiss the third amended
complaint, The Company intends to vigorously defend the action and an
estimate of possible tosses, if any, cannct be made at this time.

On Juty 2, 2004, Pameta Brennan, Terry Crayton, and Darla Martinez
fled a class action complaint on behalf of themselves and all others
similarly situated in the United States District Court for the Northern
District of California against the Comparny, its subsidiary Concord EFS,
Inc., and various financial institutions (“Brennan™}. Plaintiffs claim that the

defendants violated antitrust laws by conspiring to artificially inflate foreign
ATM tees that were ultimately charged to ATM cardholders. Plaintiffs
seek a declaratory judgment, injunctive relief, compensalory damages,
aftornays' fees, costs and such other relief as the nature of the case
may require or as may seem just and proper to the couri. Five similar
suits were filed and served in July, August and October 2004, two in the
Central District of California {Los Angeles), two in the Southern District of
New York, and one in the Western District of Washington {Seattle}. The
plaintiffs sought to have all of the cases consolidaied by the Multi District
Litigation panel. That request was denied by the panet on December 16,
2004 and all cases were transferred to the Northern District Court of
California and assigned to a single judge. All cases other than Brennan
were stayed. Subsequently, a seventh Jawsuit was filed in the District of
Alaska, which thereafter was also transferred to the Northern District of
California and assigned to the same judge.

In Brennan, on May 4, 2005, the Court ruled on Defendants' Moticn
to Dismiss and Motion for Judgment on the Pteadings. The Court did
not dismiss the complaint, except for a technical dismissal of the claims
against First Data Corporation, Bank One Corporation and JPMorgan
Chase. On May 25, 2005, the plaintiffs filed an amended complaint
which clarified the basis for alleging that the holding companies, First
Data Corpoeration, Bank Cne Corporation and JPMorgan Chase, were
liabte, On July 21, 2005, Concord filed a motion for summary judgment
seeking to foreclose claims arising afier February 1, 2001—the date that
Concord acquired the STAR network. On August 22, 2005, the Court
also consolidated all of the ATM interchange cases pending against the
defendants in Brennan which will now ba referred to collectively as the
“ATM Fee Antitrust Litigation.” On September 14, 2008, a heanng on
Caoncord’s Motion for Summary Judgment was held. On November 30,
20086, the Court issued an order that terminated the pending maotion
and requested further discovery on the limited issue of procompetitive
justifications for the fixed ATM interchange by March 1, 2007. The
Company intends to vigorously defend the action and an estimate of
possible losses, if any, cannot be made at this time.

In connection with the formation of the FDGS partnership in November
2000, the Company agreed to contribute up to $100 million to FDGS
in the event that its contract was renewed on terms materially worse
ihan the contract in effect at the time of formation, and have a material
adverse effect on the business of FDGS, subject to certain limitations.
During the third quarter 2005, FOGS extended its contract with Bank
of America, and in the fourth quarter 2005, the Company agreed to
contribute $35 million to FDGS, its 75% owned subsidiary, which the
parties agree satisfies the initially agreed-to contribution requirement
related to that contract renewal. The contribution resulted in a reduction
in equity of approximately $9 million.
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Note 14:
SOCKNOIABIS' EQUIRY e

DIVIDENDS

In February 2005, the Company increased its quarterly dividend for
comimon stockholders of record as of April 1, 2005 to $0.06 per cormmon
share from $0.02 per common share. Subsequent to the spin-off, in
December 2006 the Company reguced its guarierly dividends from
$0.06 per common share to $0.03 per common share for common
stockholders of record as of January 2, 2007. The Company's Articles

of Incorporation authorizes 10.0 million shares of preferred stock, none -

of which are issued. Cash dividends of $160.5 million, $184.9 million and

OTHER COMPREHENSIVE INCOME

$67.4 million were declared for the years ended December 31, 2008,
2005 and 2004, respectively.

As a result of the spin-off, FOC recorded a net increase to retained
earnings of $554.5 million which represented the distribution of the
net liabilities and certain equity balances related to Western Union to
shareholders. Such distribution occurrad shortly after and is net of the
transfer by Western Union of $1 billion of Western Union notes and
$2.5 billion in cash to FOC {as discussed in Note 10) as well as the net
settlement of various intercompany balances and realignment of certain
operating assets.

The income tax effects allocated to and the cumuiative balance of each component of other comprehensive income are as follows (in miflions):

Beginning Pretax Gain Tax {Benefit) Net-of - Tax Westem Union Ending
Balance (Loss) Amount Expense Amouni Dividend Balance
December 31, 2006
Unrealized gains (losses) on securities $ (49.2) $ 1071 $ 382 $ 689 $ (1.6 $ 181
Unrealized gains (losses) on hedging activities (6.7) 3.3 1.0 2.3 - 4.4)
Foreign currency translation adjustment 3.2 1024 44,0 58.4 (10.4) 79.2
Minimum pension liability adjustment (141.6) 24 (1.6) 4.0 741 {63.5)
Adjustment to initially apply SFAS No. 158 — {74.0) (27.7) (46.3) — {46.3)
$ (166.3) $ 141.2 $ 53.9 $ 873 $ 621 $ (16.9)
December 31, 2005
Unrealized gains (losses) on securities § 714 $ (185.5) £ (64.9) $ (120.6) $ — $ (49.2
Unrealized gains (losses) on hedging activities {18.3) 18.1 6.5 11.6 — 6.7)
Foreign currency translation adjustment 108.7 (117.3) (39.8) (77.5) — 31.2
Minimum pension liability adjustment (163.6) 33.9 11.9 22.0 _ (141.6)
$ (1.8 $ (250.8) $ (86.3) $ (164.5) 3 — $ (166.3)
December 31, 2004
Unrealized gains (losses) on securities $ 1793 $ (166.7) $ (58.8) $(107.9) $ — $ 71.4
Unrealized gains (losses) on hedging activities 1.2) {25.5) (8.4} (17.1} — (18.3)
Foreign currency translation adjustrment 61.4 71.7 24 .4 47.3 — 108.7
Minimum pension liability adjustment (131.6) (49.5) (17.5) (32.0 — (163.6)
3 107.9 $ (170.0) $ (60.3) $(109.9) § — $ (1.8

OTHER STOCKHOLDERS' EQUITY TRANSACTIONS
In 2006, the Company issued 1.1 million shares of restricted stock
to certain employees in conjunction with the Company’s incentive
compensation plan. A total of 270,723 shares related to this issuance
have been forfeited or cancelled through December 31, 2006.

In 2005, the Company awarded 550,000 shares of restricted stock
to executive officers. A total of 213,750 shares related to this issuance
have been forfeited or cancelled through December 31, 2006.
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In 2004, FDC issued 169.8 million shares of FDC common stock to
the Concord shareholders and converted outstanding Concord options
to options to purchase 20.5 million shares of FDC common stock as
consideration in the merger. Additionally, the Company awarded 460,000
shares of restricted stock to executive officers. A total of 200,000
shares related to this issuance have been forfeited or cancelled through
December 31, 2006.

The Caompany calted the $542 million CODES on March 3, 2004,
The Company issued 4.5 million common shares to ceriain of the
bondholders who elected shares versus a cash payment.
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The following table presents stock repurchase programs autherized by the Board of Directors that were utilized during the year ended December 31,
2004 through December 31, 2006, disclosing ictal shares purchased under each program during the respective years and the associated cost

{in millions):
Year Ended December 31, T Tmes ) 2005 2004
! Treasury Treasury Treasury
| Shares Cost Shares Cost Shares Cost
SHARE REPURCHASE PROGRAMS: [
$1.145 billion, authorized May 2003 ’ — - — - 3.4 $ 1458
$1.0 billion, authorized February 2004 1 — - — — 233 1,000.3
$2.0 billion, authorized May 2004 | — — — — 47.4 2,000.6
$1.5 billion, authorized October 2004 | _— — | 22.2 § 9058 14.1 504.7
$2.0 billion, authorized February 2005 . 13.1 $ 3258 E 20.2 807.8 — —
L1131 $ 3258 42.4 $ 17136 88.2 $ 3,741.4
Treasury stock purchases related ‘
ta employee benefit plans L 224 961.1 11.3 461.4 18.0 776.3
Total stock repurchases 35.5 $ 1,286.9 537 $ 2,175.0 106.2 $ 4517.7
Note 15:

At December 31, 2006, the Company had $867 million remaining
under board authorized stock repurchase programs. The difference
between the cost of shares repurchased noted in the table above and
the amount reflected in the Consolidated Statements of Cash Flows is
due to timing of trade settlements.

The Company has available an ouistanding shelf registration
facility providing for the issuance of approximately 10 miliion shares
of the Company’s comman stock in connection with certain types of
acquisitions.

COMMON STOCK WARRANTS

Upon the formation of FDGS in 2000, the Company issued a warrant to
iFormation Group to purchase 3.5 million shares of FDC common stock at
a price of $40.025 per share before giving effect to the adjustment for the
Company’s spin-cff of The Western Union Company. On September 29,
2008, the holder of the warrant originally issued on November 16, 2000
exercised its right to a cashless exercise of the warrant, The Company
issued 359,824 shares of its common stock to the warrant holder in
connection with the cashless exercise.

In connection with a service agreement executed in 2003, the
Company issued a warrant to purchase 353,396 shares of FDC commaon
stock at a price of $28.30 per share, The warrant is exercisable between
June 2006 and June 2009,

Stock Compensation Plans
As discussed in Note 1, effective January 1, 2008, the Company adopted
SFAS 123R using the medified prospective method. The following table
sets forth total stock-based compensation expense recognized in the
noted line items of the Consolidated Statements of Income resulting from
stock options, non-vested restricted stock awards, non-vasted restricted
stock units as well as the employee stock purchase plan ("ESPP") (in
miflions, except per share amounts);

Year ended December 31, \ 2006
Income before income taxes, minority interest, :
equity earnings in affiliates and discontinued operations $ (66.5)i

E

l

Income tax benefit from share-based *
compensalion expense 1 249

[

Income from continuing operations $ {41.6)!
Earnings per share from continuing operations:
Basic | $ (0.05)
Diluted ! $ (0.05)

The above table includes expense of $8.4 million, net of tax, resulting
from restricted stock awards and restricted stock units. Expense related
1o restricted stock awards and restricted stock units was also recorded
under the provisions of APB Opinion No. 25 in prior periods before the
adoption of SFAS 123R. There was no stock-based compensation
capitalized during the year ended December 31, 2006. Stock-based
compensation expense is recognized in the “Selling, general and
administrative” and “Cost of services” line items of the Consolidated
Statements of Income.

As permitted by SFAS 123 “Accounting for Stock-Based Compensation
(“SFAS 1237, during 2005 and 2004 the Company followed APB Opinion
No. 25 under which share-based payments (o employeas are accounted
for using the intrinsic value methed and, as such, generally recognized
no compensation cost for employee stock options or the ESPP. The
Company's pro forma information for 2005 and 2004 under SFAS 123,
which reflects compensation expense egqual {0 the fair value of the
options, restricted stock awards and ESPP rights recognized over their
vesting period, is as follows (in millions, except per share amounts):
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Year ended December 31, 2005 2004

Reported income from
continuing operations

Restricted stock expense and effect
of accelerated vesting included in
reported net income, net of tax 11.3 1.6

$ 807.5 $ 11513

SFAS 123 expense, net of tax (217.8) {100.9)
Pro forma income from

continuing operations $ 601.0 $ 1,052.0
Reported earnings per share from

continuing operations—basic $ 104 $ 1.39

Reported earnings per share from
continuing operations—diluted 1.03 1.37
Pro forma earnings per share from

continuing operations—basic $§ 078 % 1.27
Pro forma earnings per share from
continuing operations—diluted 0.76 1.25

Certain of the Company’s employee share-based compensation
awards have terms that provide for vesting to continue after retirement.
Prior to the adoption of SFAS 123R, the Company accounted for this
type of arrangement by recognizing pro forma compensation cost over
the stated vesting period for the SFAS 123 pro forma disclosures. Upon
adoption of SFAS 123R, compensation cost is being recognized over a
shorter period that ends with retirement eligibility. The impact of applying
the SFAS 123R requirements for accelerated expense recognition
would have decreased the Decernber 31, 2005 pro forma SFAS 123
compensation expense by $12.9 million, nst of tax, and increased the
December 31, 2004 pro forma SFAS 123 compensation expense Dy
$8.9 million, net of tax,

Details of the Company’s stock-based compensation plans are
discussed below.

As a result of the Western Union spin-off, all outstanding stock
options, restricted stock awards and restricted stock units held by
FDC employees were adjusted such that FOC employees received
one Western Union award for each FDC award outstanding as of
September 22, 2008, the record date of the spin-off. The onginal award
prices have been adjusied to preserve the intrinsic value of the award
immediately prior to the spin-off using an adjustment ratio based on the
FDC closing market stock price and the Western Union “when issued”
closing market stock price on the spin-off date, Conversely, FDC stock
options held by Western Union employees were cancelled as of the date
of the spin-off and FDC restricted stock awards and restricted stock units
held by Western Union employees were cancelled in October 2006. The
Western Union employees received Western Unicn stock based awards
{0 replace their cancelled FDC awards. The issuance of Western Union
awards to FDC employees noted abaove will have no impact on the level
of stock compensation expense to be recognized by the Company. The
stock compensation expense associated with the original grant of FOC
stock 1o continuing FDC employees will continue to be recognized by the
Company. The siock compensation expense related to Western Union
employees is recorded in discontinued operations. The Company will
recognize any tax benefit associated with the FOC and Western Union
stock awards held by FDC employees.
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STOCK OPTIONS AND EMPLOYEE STOCK PURCHASE PLAN RIGHTS

FDG has two plans that provide for the granting of stock options to
employees and other key individuals who perform services for the
Company. A total of 237.8 million shares of common stock have been
reserved for issuance under the plans and a total of 48.7 million shares
remain available for future grant. The options have been issued at prices
equivalent 1o or in excess of the common stock's fair market value at the
date of grant, generally have 10-year terms and become exercisable in
three or four equal annual increments beginning 12 months afler the dates
of grant. The requisite service period for stock options is the same as the
vesting penod, with the exception of retirement eligible employees who
have shorter requisite service periods which end when the employees
hecome retirement eligible. Compensation expense related 1o stock
options is recognized over the requisite service period.

In December 2005, the Company accelerated vesting of all outstanding
unvested stock options granied by the Company to its officers and
employees under the Company’s 2002 Long-Term Incentive Plan, The
decision to accelerate the vesting of these stock options was made
primarily to reduce share-based compensation expense that otherwise
likely would be recorded in future pericds following the Company’s
adoption of SFAS 123R. The Company recognized compensation
expense of $9.6 milion from continuing cperations during the fourth
quarter of 2005 related to accelerated vesting. During the year ended
December 31, 2006, the Company granted stock option awards under
its plans for which the Company is recognizing compensation expense
in accordance with the provisions of SFAS 123R.

FDGS Holdings, LP ("FDGS" and its subsidiary, FDGS, L.P. (‘FDGS,
L.P.™, have long-term incentive plans that provide for the granting
of partnership interests to employees and other key individuals. In
December 2008, vesting of all shares issued under these plans was
accelerated. The options outstanding at December 31, 2008 under the
plans related to FDGS and FDGS, L.P are 0.2 million and 0.5 million,
respectively. There were no options granted during the twelve months
ended Decernber 31, 2006, 2005 and 2004. The weighted-average
exercise prices under the plans related to FDGS and FOGS, L.F are $4
and $3, respectively.

In October 19986, the Company instituted an ESPP for which a total of
24.0 million shares have been reserved for issuance, of which 5.0 milion
shares remain available for future purchase. Amounis accumulated
through payroll deductions etected by eligible employees are used to
make quarterty purchases of FDC common stock at a 15% discount from
the lower of the market price at the beginning or end of the quarter. The
fair value of these awards was recognized as compensation expense in
the Consolidated Statement of Income for the year ended December 31,
2006 in accordance with the provisions of SFAS 123R.
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The fair value for FDC stock options granted and ESPP rights for
the years ended December 31, 2008, 2005 and 2004 was estimated at
the date of grant using a Black-Scholes option gricing mode! with the
following weighted-average assumptions:

Stock Options 2006 2005 2004=
Risk-free interest rate 4.62% 4.16% 3.25%
Dividend yield 0.58% 0.58% 0.20%
Volatility 23.5% 32.6% 30.5%
Expected term {in years) 5years G years 5 years
Fair value $ 7 $ 8 $ 7
ESPP 2006 2005= 20049
Risk-free interest rate 4.74% 311% 1.69%
Dividend yield 0.54% 0.58% 0.20%
Volatility 22.9% 19.1% 20.6%
Expected term (in years) 0.25 0.25 0.25
Fair value $ 8 $ 8 % 8

®  Assumptions used to calculaie pro forma compensation expense under SFAS 123
discussed above.

Expected volafility—Prior 10 2008, the Company used historical volatility
to estimate the grant-date {fair value of stock options and ESPP rights.
The Company changed its method of estimating expected volatility
for all stock options granted and ESPP rights after January 1, 2006 to
implied volatility. The change in assumption, made in conjundction with the
adoption of SFAS 123R, is expected to result in a more accurate estimate
of the grant-date fair value of employee stock opticns. The Company
calculates implied volatility on a daily basis using the Black-Scholes
option pricing model. This calculation incorparates the market prices of
a variety of traded options, the market price of the Company's stock, the
exercise price and remaining term of the traded options, the expected

dividends, and the risk-free rate. The traded options used are similar in
exercise price to awards granted to employees, are near-the-monay,
and typically have a remaining maturity of greater than one vear. For
each grant, the Company uses the average of the daily implied volatilities
for the six months preceding the grant date. For grants made after the
Western Union spin-off, the Company is using the average of the daily
implied volatility for the period between the spin-off and the grant date,
and will continue 1o da so until six months of post spin data exists. Using
implied volatility versus historical volatility to value the stock options
granted in 2006 resulted in a decrease in the total grant-date fair value
of approximately $20 million.

Expected dividend yield — The dividend yield is the calculation of arolling 12
month average stock price divided by the annualized dividend amount.

Expected term—The Company aggregates stock option awards into
classes. For each class, the expected term is primarity based on the
results of a study performed on the historical exercise and post-vesting
employment termination behavior for similar grants. The expected terms
are as follows: 4.5 year life for employees (Non-Board of Directors,
Non-Executives), 7 year life for the Board of Directors and 7.5 year life
for the Executive Cormmittes. The expected term of ESPP rights is 0.25
years as purchase rights are achieved over the course of the quaner in
which the employee participates in the employee stock purchase plan.
Once the shares have been purchased, the employee can sell their
respective shares.

Risk-free interest rate— The risk-free rate for stock options granted during
the period is determined by using a zero-coupon U.S. Treasury rate for
the period that coincides with the expecied terms listed above. The
risk-free rate for ESPP rights is determined by using a 3-month maturity
.S, Treasury bond.

A summary of FDC stock option activity for the year ended December 31, 2006 is as follows (options and aggregate intrinsic value in millions):

2006
Weighted-Average
Weighted-Average Remaining Aggregate
Options Exercise Price  Contractual Term Intrinsic Value .
Cutstanding at January 1 70.8 $ 36
Granted 11.8 $ 44
Exercised {19.3} 83N
Cancelled / Forfeited @ {12.1} $ 37
OQutstanding at September 30 ® l 51.2 $ 21 6 years $ 158.9
Granted 0.2 $ 24
Exercised (3.8) $ 19
Cancelled / Forfeited (0.5) $ 24
Quistanding at December 31 47.1 5§ 21 6 years $ 2527
Options exercisable at December 31 38.1 $ 20 Syears _$ 2365

® inciudes awards hedd by Wastern Union empioyees that were cancelled as a resutt of the spin-off.
o The weighted-average exercise price at September 30, 2006 has been adjusted to refloct the impact of the spin-off based on the adiusiment ratio discussed above.
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The total intrinsic value of stock options exercised during the twelve
months ended December 31, 2006, 2005 and 2004 was $310.4 million,
$168.1 million and $311.0 milion, respectively. As of Decermber 31, 2006,
there was approximately $57 miltion of total unrecognized compensation
cost related to non-vested stock options which is expected to be
recognized over a weighted-average period of 3.2 years.

The Company received $729.8 million, $319.5 milion and $491.0
million in cash proceeds related to the exercise of stock options and
ESPP purchases during the twelve months ended December 31, 2006,
2005 and 2004, respectively. In addition, the Company realized total {ax
benefits from stock option exercises of $122.9 million, $51.4 million and
$77 .6 million for the twelve months ended December 31, 2006, 2005 and
2004, respectively, which were recorded as increases to the "Additional
paid-in capital” line item of the Consolidated Balance Sheets.

The adoption of SFAS 123 resulted in reflecting the excess tax benefit
from the exercise of stock-based compensation awards in cash fiows
from financing activities. For the twelve months ended December 31,
2006, the excess tax benefit from stock-based compensation awards of
$124.2 million was reflected as a use of cash in cash flows provided by
operating activities and a source of cash in cash flows used in financing
activities in the Consolidated Statements of Cash Flows.

LJpon adoption of SFAS 123R, the Company calculated its pool of
excess tax benefits available to absorb write-offs of deferred tax assets
in subsequent periods. During the fourth quarter 2006, the Company
elected to follow the alternative transition method for calculating the
pool of excess tax benefits that is provided by Financial Accounting
Standards Board Stafi Position SFAS 123(R}-3. The Company made
this election to maximize its potentiat pool of excess tax benefits, and is
required to retrospectively apply the alternative transition method. This
would result in a reduction of net cash provided by operating aciivities
and an ofisetting increase to net cash used in financing activities of
$91.1 million, $102.3 million and $106.4 milion on the Consolidated
Statement of Cash Flows ended March 31, 2006, June 30, 20086,
and Septemnber 30, 2008, respectively. The election has no impact on
praviously reported Consolidated Statements of Income or Consolidated
Balance Sheets. At December 31, 2006, the balance of this pool was
approximately $193 million.

Upon the exercise of stock options, shares of common stock are
issued from treasury stock. The Company maintains a systematic
buyback program with its purchasing agent. The Company has set up a
graduated scale of shares 1o purchase based on the number of shares
currently held in treasury stock.

RESTRICTED STOCK AWARDS AND RESTRICTED STOCK UNITS

During 20086, the Company implemented a new incentive compensation
plan for certain employees which provides for the issuance of 1.1 million
restricted stock awards or restricted stock units upon the achievement
of certain performance criterion that were met in the third quarter
2006. The awards will vest at 33% per year on the anniversary date of
the grant. The fair value of the awards granted in February 2006 was
measured based on the market value of the shares on the date of grant
and is being amortized over threa years. Through the twelve months
ended December 31, 2006, 270,723 of these restricted stock awards
had been forfeited or cancelled, including awards held by Western
Union employees.
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In 2008, the Company awarded 550,000 shares of resiricted stock to
executive officers (460,000 shares were issued in the first quarter 2005
and 90,000 shares were issued in the fourth quarter 2005). Generally,
the stock awards vest, if the executive officers are still employed by the
Company at the time, at 25% per year on the anniversary date of the
grant. Vesting may be accelerated pursuant to the terms of the 2002
Long-Term Incentive Plan. The fair value of the 2005 grant of $21.2
mallion was measured based on the market value of the shares on the
date of grant and is being amortized over four years, Upon retiring from
the Company in 2005, Mr. Fote's, the former Chief Executive Officer, 2005
stock award was accelerated and all associated unamortized expense
was recognized.

In February 2004, the Company awarded 460,000 shares of restricted
stock to executive officers. The stock awards vest, if the executive
officers are still employed by the Company at the time, on the earlier
of {i) February 25, 2009 or (i} at any time after February 25, 2007 if on
each trading day during the previcus 30-day period the highest intra-day
trading price of the Company's common stock on the New York Stock
Exchange is equal to or greater than $38.1181 per share. Vesting may
be accelerated pursuant to the terms of the 2002 Long-Term Incentive
Plan. The fair value of the 2004 grant of $18.8 million was measured
based on the market value of the shares on the date of grant and is
being amortized over five years. As noted above, the vesting of Mr. Fote's
2004 stock awards was also accelerated and all associated unamortized
expense was recognized.

Through December 31, 2008, 213,750 and 200,000 of the 2005
and 2004 restricted stock awards, respectively, had been forfeited or
canceled, including awards held by Western Union employees.

A summary of FDC restricted stock award and restricted stock
unit activity as of December 31, 2006 is as follows (awards/units
in millions):

2006

Weighted-Average

Grant-Date

Awards/Units Fair Value

Non-vested at January 1 0.7 $ M
Granted 1.1 § 46
Vested (0.1) $ 40
Forfeited 0.1 $ a2 i
Non-vested at September 30 @ 1.6 $ 24 l

Granted — 8 —
Vested 0.0 $ 24
Forfeited {0.5) $ 24
Non-vested at December 31 1.1 $ 24

@ The weighted-averago grant-date fair value at Septermber 30, 2006 has been ad;Us;ed
to refiect the impact of the spin-off based on the adjustment ratio discussed above.

The total fair value of shares vested {(measured as of the date of
vesting) during the twetve months ended December 31, 2006 and 2005
was $3.9 milion and $8.5 million, respectively, and no shares vested
during 2004. As of December 31, 2008, there was approximately $26
million of total unrecognized compensation cost related to non-vested
restricted stock awards and restricted stock units which is expected to
be recognized over a weighted-average period of two years.
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Note 16:
Employee Benefit Plans

DEFINED CONTRIBUTION PLANS

FDC maintains a defined contribution savings plan covering virtually all of
the Company's U.S. employees. The plan provides tax-geferred amounts
for each participant, consisting of employee elective contributions,
Company matching and discretionary Company coniributions. In
addition, the Company provides non-qualified deferred compensation
plans for certain highly compensated employees. The plans provide
tax-deferred contributions, matiching and the restoration of Company
contributions under the defined contribution plans otherwise limited by
the IRS or plan fimits.

On August 1, 2004, the Company introduced a Defined Contribution
Pension Plan for employees in the United Kingdom. As of that date, all
new employees may elect to participate in the Defined Contribution Plan
but will not be able to participate in the Defined Benefit Plan. Existing
employees as of August 1, 2004 were allowed (o make a one-tima
election 1o participate in either the Defined Contribution Plan or the
Defined Benefit Plan.

The aggregate amounts charged to expense in connection with these
plans were approximately $50.4 miillion in 2006, $53.6 million in 2005,
and $48.6 million in 2004,

DEFINED BENEFIT PLANS

The Company has a defined benefit pansion plan which is frozen and
covers certain full-time employees in the U.S. Prior to the spin-off, the
Company-sponsored U.S. plan participated in a master trust along
with other defined benefit pensicn plans the majority of which related
to Western Union. Upon spin-off, Western Union continued to sponsor
its pension plans, and the master trust investments associated with
these plans were transferred to a separate Western Union trust. The
Company also has separate plans covering certain employees located
in the United Kingdom, Greece and Germany. As of August 1, 2004,
the United Kingdom Defined Benefit Plan was no longer offered to new
employees, however, the Company is required to continue offering
benefits to employees that were participating in the plan as of August 1,
2004, The cost of retirement benefits for eligible employees, measured
by length of senvice, compensation and other factors, is being funded in
accordance with laws and regutations of the respective countries.

In December 2006, the Company adopted the recognition provision
of SFAS 158. This statement requires a company 1o recognize the
funded status of a benefit plan as an asset or aliability in its statement of
financial position (“tha recognition provision”). In addition, a company is
required to measure plan assets and benefit obligaticns as of the date of
its fiscal year-end statement of financial position {“the measurement date
provision™), The measurement date provision is effective for fiscal years
ending after December 15, 2008 and has not yet been adopted by the
Company. The Company presently uses a September 30 measurernent
date for its plans.

The following table illustrates the incremental effect, net of tax, of
applying SFAS 158 on individual line items in the Consolidated Balance
Sheet as of December 31, 2006 {in millions):

Before After
Application of Application of
SFAS 158 Adjustments SFAS 158

Accounts payable and

other liabilities $ 25005 $ 463 $ 26368
Total fabilities $ 242732 $ 463 § 243195
Accumulated other

comprehensive

income {loss) 3 29.4 $ {463 & (16.9)

Total stockhcolders’ equity  $ 10,187.5 $ (46.3) $ 101412

The following table provides a reconciliation of the changes in the
plans’ projected benefit obligation and fair value of assets over the periods
ended September 30, 2006 and 2005, respectively, and a statement of
the funded status as of September 30 for both years (in millions);

September 30, [ 2006 2005

Change in benefit obligation }
Benefit obligation at October 1, '$ 610.1 $ 6056
Sarvice costs } 11.5 104
Interest costs ‘ 324 32.3
Agtuarial loss 108 23.8
Acquired benefit obligations : - 1.8
Termination benefits @ . 3.6 1.2
Benefits paid ‘ (24.0) (17.4)
Plan participant contributions 2.8 3.0
Foreign currency translation . 61.0 (50.6)
Benefit obligation at September 30, | 708.2 610.1

Change in plan assets
Fair value of plan assets at October 1, 4511 406.0
Actual return on plan assets 429 66.0
Company contributions 27.4 280
Plan participant contributions I 2.8 3.0
Benefits paid (23.5) (17.3}
Foreign currency translation : 45.4 {34.5)
Fair value of plan assets at September 30, 546.1 451.1
Funded status of the plans 3 (162.1). § (159.0)

& The Frst Data Europe restructuning activities resufted in an increase in the projected
benefit oblgation.

The net pension liability of $162.1 million at December 31, 2006 is
made up of $0.2 million and $161.9 milion of current and noncurrent
liabilities, respectively.

Accarding to SFAS No. 87, *Employers’ Accounting for Pensions”
(“SFAS 877, the pension obligation and changes in the value of plan
assets to meet those obligations are not recognized as actuarial gains and
losses of the plan as they occur but are recognized systematically over
subsequent periods. These differences are treated as an unrecognized
net gain/loss and not an immediate recognized ameunt in the Company's
Consolidated Statements of income.

The accumulated benefit obligation for all defined benefit pension
plans was $613.5 milion and $543.7 milion at September 30, 2006
and 2005, respectively,
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The following table summarizes the activity in other comprehensive
income for the years ended December 31, 2006, 2005 and 2004, net of
1ax, excluding discontinued operations {in millions):

2006 | 2005 2004

Tetal unrecognized gain/
{loss) included in other
comprehensive income
at January 1

Adjustrment for adoption
of SFAS 158 (46.3) — —

Unrecognized gain/{loss)
anising during the peried {0.8) B.1 (30.0}

Reclassification into ‘
earnings from other

- comprehensive income 57 7.1 5.7

Foreign currency translation | {0.9) 1.8 58

Total unrecognized gain/
(loss) included in other
comprehensive income
at December 31

S (67.9) $ (84.5) $ (66.1}

'S {109.8) $ (67.5) $ (84.5)

Amounts recorded in other comprehensive income represent
unrecognized net gaing and losses. The Company does not have prior
year service costs or credits or net transition assets or obfigations. The
Company expects to recognize a loss of approximately $5.1 million,
net of tax, of the total unrecognized net gain/(loss) at December 31,
2006 shown above as a component of net periodic benefit cost during
2007.

The projected berefit liability is included in “Accounts payable and
other liabilities” on the Consolidated Balance Sheets,

As of September 30, 2006 and 2005, the projected benefit obligation
was in excess of the fair value of plan assets for all pension plans.

The following table provides the compenents of net periodic benefit
cost for the plans (in millions):

The weighted-average rate assumptions used in the measurement
of the Company's net cost are as follows:

2006 2005 2004
Discount rate 5.09% 5.60% 5.80%
Expected long-termreturn i
on plan assets ‘ 6.96%! 7.57% 7.64%
Rate of compensation ‘
increase” 3.62%, 3.77% 3.96%

Applies only to plans in the UK, Germany and Greece.

SFAS 87 requires the sponsor of a defined benefit pension plan to
measure the plan's obligations and annual expense using assumptions
that reflect best estimates and are consistent to the extent that each
assumption reflects expectations of future economic conditions. As the
bulk of pension benefits will not e paid for many years, the computation
of pension expenses and benefits is based on assumptions about future
interest rates, estimates of annual increases in compensation levels, and
expected rates of return on plan assets. In general, pension obligations
are most sensitive to the discount rate assumption, and it is set based
on the rate at which the pension benefits could be settled effectively.
Assumptions for the U.S. plans and the foreign plans are comparable in
all of the above periods.

The Company employs a building block approach in determining the
long-term rate of return for plan assets. Historical markets are studied
and long-term histerical relationships between equities and fixed-income
securities are preserved consistent with the widely accepted capitat
market principle that assets with higher volatility generate a greater
return over tha long run. Current market factors such as inflation and
interest rates are evaluated before long-term capital market assumptions
are determined. The long-term portfolio return is established using a
building block approach with proper consideration of diversification and
re-balancing. Peer data and historical returns are reviewed to check for
reasonableness and appropriateness.

PLAN ASSETS
. . The Company's pensicn plan asset allocation at September 30, 2006
Tear endex! Decerner 31, : 2006 2005 2004 and 2§O5p2n¥;1i:r et allozation based on the investﬁnent policy are as
Service costs $§ 115 $ 104 $ 109 follows: ' 9
Interest costs 324 32.3 28.9 '
Expecied return on
Percentage of Plan Assets
plan assets {33.4) (29.8) (26.6) at Maasurerment Date
Amortization ) 9.1 10.9 8.7 Asset Gategory . 2008 2005
Net periodic ' Equity securities [ 62% - 68%
benefit expense $ 198 $ 238 $ 219 Debt securities 37% 30%
Other 1% 2%
Total 100% 100%
ASSUMPTIONS
. ) ) . fth
The wagh}ed average~rate' assumptions used in the measurement of the Asset Category Target allocation  Target allocation
Company’s benefit obligation are as follows: -
US. plans Forsign plans
: Equity securities 30-50% 70%
: 2008 2005 peny securities 50-60% 30%
Discount rate 518% 5.14% Other 0-10% 0%
Rate of compensation increase” . 3.89% 3.70%
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The following table details plan assets invested in related party securities:

i 2006 T | 2005
Fair Market Fair Market
Shares Value % of Total Shares Value % of Total
Plan Assat Holdings :(in thousands) {in millions) Plan Assets {in thousands) {in millions) Plan Assets
FDC common stock @ l 4.7 $ 02 0.04% 5.5 $ 02 0.05%
Bank of New York cormmon stock 7.4 $ 03 0.05%, 7.2 $ 02 0.05%
Hewitt Associates, Inc. common stock i - $ - — 1.7 $ 01 0.01%

A Tha fair market value reflects the pre-spin off value of FDC common stock.

The maturities of debt securities at September 30, 2006 range from
current to 60 years with a weighted-average maturity of 14 years.

The Company employs a total return investment approach whereby
a mix of equities and fixed incorne invesiments are used to maximize the
long-term return of plan assets for a prudent level of risk. Risk tolerance
is established through careful consideration of plan liabilities and plan
funded status. The investment portfolio contains a diversified blend of
equity and fixed-income investments. Furthermore, equity investments
are diversified across .S, and non-U.S. stocks, as well as growth,
valus, and small and large capitalizations. Other assets, primarily private
equity, are used judiciously to enhance long-term returns while improving
portfolio diversification. Investment risk is measured and monitored on
an ongoing basis through quarterty investment portfolio reviews, annual
liability measurements, and periodic asset and liability studies.

CONTRIBUTIONS
The Company expects to contribute approximately $1.4 million to the
U.8. pension plan in 2007. Contributions to plan assets of the United
Kingdom plan in 2007 are expecied to be approximately $28.0 million.
The estimated future benefit payments, which reflect expected future
service, are expected to be $18.7 million in 2007, $19.8 million in 2008,
$21.1 million in 2009, $22.4 million in 2010, $23.8 million in 2011 and
$159.0 million in 2012 through 2016.
The Company does not offer post-retirement health care or other
insurance benefits for retired employees.

Note 17:

Segment Information

Operating segments are definad by SFAS No. 131, “Disclosures About
Segments of an Enterprise and Related Information” ("SFAS 131") as
components of an enterprise about which separate financial information
is available that is evaluated regutarly by the chief operating decision
maker ("CODOM"), or decision-making group, in deciding how 1o allocate
resources and in assessing performance. FOC's CODM is its Chief
Executive Officer. FDC classifies its businesses into four segments: First
Data Commercial Services, First Data Financial Institution Services, First
Data International and Integrated Payment Systems.

The business segment measurements provided 1o, and evaluated by,
the Company's CODM are computed in accordance with the following
principles:
= The accounting policies of the operating segments are the same as

those described in the summary of significant accounting policies.

= Segment revenue includes interest income, equity earnings in affiliates
and inter-segment revenue.

s The portion of corporate overhead allocated to the segments is based
primarily on a relative percentage of total segment revenues.

= Segment operating profit includes interast income, minority interest
{excluding mincrity interest related to interest expense and income
taxes) and equity earnings in affiliates, net of related amontization
expense.

= Segment operating profit excludes restructuring charges, asset
impairment charges, significant litigation and regulatory settiement
charges, other charges, interest expense, investment gains and
losses, business divestiture gains and losses, debt repayment costs
and income taxes since they are not allocated to the segments for
internal evaluation purposes. While these items are identifiable to
the business segrments, they are not included in the measurement
of segment operating profit provided to the CODM for purposes of
assessing segment performance and decision making with respect
to resource allocation.

= Revenues and operating profit of the IPS segment are stated on a
pretax equivatent basis {i.e., as if investment earnings on nontaxable
investments were fully taxable at FDC's marginal tax rate).
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2006 SEGMENT REORGANIZATION AND

FINANCIAL STATEMENT RESTATEMENT

Cn January 1, 2006, the Company began assessing performance and
allocating resources based on a new segment structure. Segment
results for 2005 and 2004 have been adjusted to reflect the new
structure. In addition, revenues for 2005 have been adjusted to reflect the
reclassification of debit network fees fram “Transaction and processing
service fees” to “Reimbursable debit network fees, postage and other.”
As discussed in Notes 1 and 8, results for the IPS segment have been
restated due to the loss of hedge accounting treatment resulting from
inadequate initial documentation for certain derivative instruments.

DISCONTINUED OPERATIONS

As discussed in Notes 1 and 19, amounts for prior years have been
adjusted {o reflect NYCE, PPS, [DLogix, Taxware and Western Union as
discontinued operations.

GCA DISPOSITION

In March 2004, the Company sold its 67% interest in GCA which
comprised the Commercial Services segment’s gaming services. GCAs
historic operating results have been ramoved from the Commercial
Services segment results. The GCA operating results from January
2004 to March 2004 are included in the Conselidated Statements
of Income and are presented as a divested business for purposes of
segment reporting.

The following tables present the Company's operating segment results for the years ended December 31, 2006, 2005 and 2004 (in millions);

First Data
First Data Financial integrated

Twelve months ended Decernber 31, 2008 Commercial Institution First Data Payment All Other and
{in millions} Services Services Internaticnal Systems Corporate Totals
Revenues:

Transaction and processing service fees $ 2,570.9 $ 1,187.8 $ 9854 $ 6B6.4 $ 348.7 $ 5,159.2

Investment income, net 52.4 — 1041 54.7 — 117.2

Product sales and other 395.0 341 206.2 0.7 69.0 705.0

Reimbursable debit network fees,

postage and other B831.2 614.1 27.6 0.2 4.3 1,477.2

Equity earnings in affiliates 283.3 — 293 — 1.0 3136

Interest income 0.5 0.1 13.0 0.3 41.6 55.5
Total segment reperting revenues $ 4,133.3 S 1,836.1 $ 1,271.6 $ 1223 S 464.4 $ 7,827.7
Internal revenue and pretax equivalency $ 251 s 48.3 $ 3.3 $ 257.8 $ 47.7 $ 3822
External revenue 4,108.2 1,787.8 1,268.3 (135.5) 416.7 7,445.5
Depreciation and amortization 308.4 155.5 178.7 13.7 44.5 700.8
Operating profit (loss) 1,002.3 370.8 153.6 8.8 {95.3) 1,530.2
Restructuring, impairments, litigation

and regulatory settlements, other,

investment gains and (losses) and

debt repayment costs (7.6) (3.8} 6.9) 3386 5.7 9.6
Expenditures for long-lived assets B2.1 78.9 1054 5.2 28.5 300.1
Equity earnings in affiliates 274.0 —_ 9.7 - (0.6) 283.1
Investment in unconsolidated affiliates 667.7 — 70.7 — 18.1
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First Data
First Data Financial Integratad

Twelve months ended December 31, 2005 Commercial Institution First Data Payment All Other and
{in millions) Services Senaces Internatioral Systems Corporate Totals
Revenues:

Transaction and processing service fees $ 2,457.5 $ 1,200.8 $ 7140 $ 584 $ 336.2 $ 47669

investment income, net 3289 — 10.4 162.6 — 205.9

Product sales and other 3438 78.3 145.2 0.2 58.0 625.3

Reimbursable debit network fees,

postage and cther 689.8 586.2 15.8 0.8 0.8 1,203.4

Equity earnings in affiliates @ 237.0 — 275 — — 264.5

Interest income 0.7 — 5.3 — 6.4 12.4
Total segment reporting ravenues $ 3,761.5 $ 1,865.3 $ 918.2 $ 2220 % 401.4 $ 7,168.4
Internal revenue and pretax equivalency $ 231 3 46.6 $ 94 $ 2516 $ 347 $ 3654
External revenue 3,738.4 1,818.7 908.8 {29.6) 366.7 6,803.0
Depreciation and amortization 317.9 160.9 147.9 18.3 46.C 689.0
Operating profit floss) 894.5 377.9 1133 115.8 (79.4) 1,4221
Restructuring, impairments, other and

investrent gains and {losses) (25.6) (39.9) (29.0) 57.0 (20.4) (57.9)
Expenditures for long-lived assets 104.4 81.1 50.0 17.0 749 3274
Equity earnings in affiliates 224.7 — 9.2 — (1.0) 232.9
Investment in unconsolidated affiliates 594.9 — 88.0 — 3.0 665.9

First Data
First Data Financial Integrated

Twetve months ended December 31, 2004 Cormmercial Institution First Data Payment All Other and
{in milions) Services Senvices Internaticnal Systerns Corporate Totals
Revenues:

Transaction and processing sarvice fees $ 2.464.3 % 1,267.0 % 588.4 £ 635 $ 335.6 $ 47188

Investment income, net 11.2 — 6.3 419.4 0.1 437.0

Product sales and other 413.1 34.5 120.4 0.2 70.9 648.1

Reimbursable debit network fees,

postage and other 523.2 556.8 13.5 0.8 0.4 1,094.7

Equity earnings in affiliates @ 169.8 — 25.1 — — 194.9

Interest income 0.5 — 6.8 0.1 15.7 2341
Total segment reporting revenues $ 3,582.1 $ 1,858.3 $ 769.5 $ 484.0 § 4227 $ 71168
Internal revenue and pretax equivalency $ 213 $ 44 4 $ 105 $ 2211 $ 260 $ 3233
External revenue 3,560.8 1,813.9 759.0 262.9 306.7 6,703.3
Depreciation and amartization 298.5 170.8 125.3 189 39.8 653.3
Operating profit (loss) 9453 4134 7.7 368.2 (37.%) 1,768.5
Restructuring, impairments, litigation and

regulatory settlements, other and investment

gains and {losses) (65.3) 39 {30.0) {121.0) (23.0) (235.4)
Expenditures for long-lived assets 166.7 104.3 51.5 17.6 40.5 380.6
Equity earnings in affiliates 159.7 — 4.8 — (1.3 163.2
Investment in unconsolidated affiliates 552.4 — g1.5 — 3.9 647.8
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A reconciliation of reportable segment amounts to the Company's consolidated balances is as follows (in millions):

2006

i REVENUES:

2005 2004

Total reported segments $ 7.363.3 $ 6,767.0 $ 6,693.9
All other and corporate 464.4 401.4 422.7

Subtotal $ 7,827.7 $ 7.168.4 g 7,116.6
Divested businesses — — 58.1
Equity earnings in affiliates @& (313.5) (264.5) (194.9)
Interast income {55.5) {12.4) (23.1)
Eliminations ® {382.2) {365.4) {323.3)

Consolidated $ 7,076.4 % 6,526.1 $ 6,633.4

INCOME BEFORE INCOME TAXES, MINORITY INTEREST, EQUITY
EARNINGS IN AFFILIATES AND DISCONTINUED OPERATIONS:

Total reported segments $ 1,625.5 $ 1,501.5 $ 1,805.6
All other and carporate {95.3) (79.4) (37.1)
Subtotal 1,530.2 1,422.1 1,768.5
Divested businesses — — 11.2
Interest expense (248.0) (190.9) (116.4)
Minority interest from segment operations © 139.8 128.1 136.0
Equity earnings in affiliates (283.1) {232.9) (163.2)
Restructuring, net {24.0) (76.2) (62.4)
Impairments (16.1) {40.8) (0.5)
Litigation and regulatory setilements 34.8 — (32.4)
Other 0.3 (25.6) (25.0)
Investment gains and {losses) 45.4 B4.7 (115.1)
Divestitures, net 8.0 61.1 265.2
Debt repayment costs (30.8) — —
Eliminations ® {(245.9) (239.8) {207.5)
Consolidated |8 9106 | $ 58898 § 1,458.4

Excludes equity losses that were recorded in expense and the amortization refated to the excess of the investment balance over the Company's proportionate share of the investea’s net

book vatue for 2006, 2005 and 2004.

Y Reprasents eimination of an adjustment to record IPS segment investment incorma and its related opérating profit on & pretax equivalent basis and elimination of intersegmeant revente.

% Excludes minonty interast attributatie fo items excluded from segmen! aperations as well as minonty inlerest related fo interest expense and incomeé laxes.
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{in millions) 2006 | 2005
ASSETS: i
First Data Commercial Services $ 13,2357 ! $ 10,580.1
First Data Financial institution Services 2,385.9 , 2,345.0
First Data international 3,548.2 2,481.9
Integrated Payment Systermns 14,422.9 : 14,246.3
All Other and Corporate: 868.0 } 7826
Assets held for sale and spin-off . —} 38126
Cansolidated '$ 34,450.7 | $ 34,2485
2006 | 2005 2004
DEPRECIATION AND AMORTIZATION:
Total reported segments $ 656.3 5 643.0 $ 6135
All other and corporate 445 46.0 39.8
Divested business — — 2.7
Consolidated S 7008 $ 6890 $  B56.0
EXPENDITURES FOR LONG-LIVED ASSETS: ’
Total reported segments § 2Nns6 $ 2525 5 3401
Alt other and corporate 285 749 40.5
Divested business . — — 01
Cansolidated $ 3001 $ 3274 $ 3807
Information concerning principal geographic areas was as follows (in millions):
United States International Total
REVENUES
2006 $ 15,8838 $ 1,1926 $ 7,0764
2005 58827 843.4 B,526.1
2004 5,940.1 693.3 8,633.4
LONG-LIVED ASSETS
2006 § 8,6459 $ 2,059.1 $ 10,705.0
2005 9,063.0 1,400.9 10,463.9
2004 937156 1,158.2 10,529.7

“International” represents businesses of significance, which have local currency as their functional currency regardless of the segments to which

the associated revenues and long-lived assets applied.
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Note 18:
Quarterly Financial Results (Unaudited)

As discussed in Notes 1 and 19, NYCE, PPS, IDLogix, Taxware and Western Union are presented as discontinued operations. The 2006 and 2005

quarterly amounts have been adjusted to reflect this presentation.

Summarized quarterly results for the twe years ended December 31, 2006 and 2005, respectively, are as follows (in millions, except per

share amounts):

2006 by Quarter; First B Second 7 Third Fourth
Revenues $ 1,635.7 § 11,7311 $ 1,787.2 $ 1,9224
Expenses 1,422.6 1,457.5 1,492.1 1,623.7
Other income (expense), net 54.2 33.9 (201.3) (56.7)
Income before income taxes, minority interest,

equity earnings in affiliates and discontinued operations 267.3 307.5 93.8 242.0
Income tax expense 77.2 82.9 4.7 38.9
Mingrity interest (28.9) (40.3) {34.8) (38.3)
Equity earnings in affiliates 58.5 724 77.0 75.2
Income from continuing operations 219.7 256.7 131.3 240.0
Discontinued operations, net of tax of $101.3, $107.1,

$125.9 and $25.8, respectively 210.4 205.9 2108 38.5
Net income [$ 4301 $ 4626 $ 3422 $ 2785
Earnings per share from continuing operations

Basic $ 0.29 $ 0.34 $ 0.17 $ 0.32

Diluted 0.28 0.33 0.7 0.31
Earnings per share '

Basic I$ 056 $ 061 $ 045 $ 037

Diluted 055 0.60 0.44 0.36
2005 by Quarter: First Second Third Fourth
Revenues $ 15685 $ 16297 $ 16435 $ 16844
Expenses 1,324.8 1,375.5 1,398.2 1,505.1
Cther income (expense), net 898.6 (244.1) 88.9 23.9
Income before income taxes, minority interest,

equity earnings in affiliates and discontinued operations 3423 10.1 334.2 2032
Income tax expense 106.8 (31.1) 88.0 24.6
Mincrity interest (27.3) (33.4) (34.9) (31.3)
Equity earnings in affiliates 46.7 54.1 65.0 67.1
Income from continuing operations 254.9 61.9 276.3 214.4
Discontinued operations, net of tax of $87.0, $103.8,

$110.9 and $100.4, respectively 224.5 239.9 240.3 205.2
Net income $  479.4 $ 3018 $ 5186 $ 4196
Earnings per share from continuing cperations

Basic $ 0.32 § 0.08 8 0.36 3 0.28

Diluted 0.32 0.08 0.35 0.28
Earnings per share

Basic $ 0.60 $ 0.39 3 0.67 3 0.55

Diluted 0.60 0.32 0.66 0.54
Note 19:

Discontinued Operations

On February 26, 2004, FDC completed the merger with Concord. As a
result of the merger, the Company divested its 64% ownership of NYCE,
an efectronic funds transfer network, on July 30, 2004 for the purchase
price of $610.0 million, of which $389.6 million was the Company's share.
These proceeds net of related expenses, including taxes that became
due upon the sale of NYCE, approximated the Company's carrying value
of its investment in NYCE. In May 2004, pricr to the announcement of
the potential sale, NYCE declared and paid a $40.0 mifiion dividend to its
shareholders of which the Gompany received $25.5 million in cash. The
sale agreement of NYCE contemplated potential adjustments to the sales
price that became estimable in the fourth quarter 2005. The estimated
adjustment to the sales price of $28.2 million was recorded in the fourth
quarter 2005 and was presented net of the related disposition reserve
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and taxes in discontinued operations on the Consolidated Statements
of Income. During the first quarter of 20086, the adjustment to the sales
price was finalized resulting in an additional charge of $1.6 million, which
was also presented in discontinued operations, and was $1.0 million
net of taxes.

In July 20086, the Company sold the majority of its cwnership interest in
its subsidiaries PPS and IDLogix to five national financial institutions to form
Early Warning Services for the purchase price of $84.7 million, net of related
expenses, and an 18% interest in Early Warning Services. The purchase
price is also net of $11.2 milion in cash paid to buyout the PPS minority
holder prior to the sale. FDC's interest in Early Warning Services is reflected
in the “Investment in affiliates” line item of the Consoclidated Balance
Sheests. The Company recognized a gain on the sale of $0.7 million, net of
tax, which is included in the results of discontinued operations. PPS and
IDLogix were previously reported as part of All Other and Corporate.




First Data Corporation 2006 Annual Report

Ag discussed in Note 1, on September 29, 2006, the Company
separated its Western Union money transfer business inta an independent,
publicty traded company through a spin-off of 100% of Wastern Union to
FDC shareholders in a transaction intended to qualify for tax-free treatment.
The spin-off included all entities previcusly reported as the Weastern Union
segment as well as two small entities previously reported in All Other and
Corporate. In connection with the spin-off, Western Union transferred $1
hillion of notes and $2.5 billion in cash to FDC. As a result of the spin-off,
FDC recorded a net increase to retained earnings of $554.5 million which
represented the distribution of the net liabilities and certain equity balances
related to Wastern Union to shareholders. Such distribution occurred
shorily after and is net of the transfer by Western Union of $1 bilion of
Waestern Union notes and $2.5 bilion in cash to FDC as well as the net
settlernent of various intercompany balances and realignment of certain
operating assets. To facilitate Western Union's separation from FDC,
FDC is providing certain services 0 Western Union during a transition
period. Additionalty, the Company and Western Union entered into various
commercial service agreements which are long-term arrangements to
provide ongoeing services, Revenues from Western Union and Primary
Payment Systems for commercial relationships previousty eliminated in
consclidation were $18.5 million, $24.5 million and $20.4 million for the
years ended December 31, 2006, 2005 and 2004, respectively.

In November 2006, the Company soid its subsidiary Taxware to
ADP® Employer Services, a division of Automatic Data Processing, Inc.
for approximately $125 million in cash. The Company recognized a gain
on the sale of $42.6 million, net of tax and minority interest, which is also
included in the results of discontinued operations. Taxware was previously
reported as part of All Cther and Corporate.

The Company's financia! statements reflect NYCE, PPS, IDLogix,
Western Union and Taxware as discontinued cperations with the assets
and liabilities ctassified under the caption “Assets held for sale and
spin-off” and “Liabilities related to sale and spin-off” on the Consolidated
Balance Sheets. The results of operations of these entities are treated
as income from discontinued operations, net of tax, and separately
stated on the Consolidated Statements of Income, below income from
continuing operations.

Discontinued operations for the year ended December 31, 2006 also
includes non-recurring separation costs of $48.4 milion which consist
principally of investment banker fees, external legal and accounting
feas to affect the spin-off, costs to separate information systems and
consulting costs incurred to assist in managing the spin-off.

Inctuded in the results from discontinued operations is interest
expense allocated based upon a percentage of net assets in accordance
with EITF No. 87-24 "Allocation of Interest to Discontinued Operations”
of $32.7 million, $35.6 milion and $18.6 milion for the years ended
December 31, 2006, 2005 and 2004, respectively. n addition, certain
corporate expenses were allocated to discontinued operations in
accordance with EITF 87-24 and were limited to specifically identified
costs and other costs, such as corporate shared services, which support
segment operations. These costs represent those that have historically
heen allocated to and recorded by the Company's operating segments
as an expense with the exception of the addition of certain share-based
compensation expenses and pension benefit not previously atlocated.

The following table presents the summarized results of discontinued
operations for the years ended December 31, 2006, 2005 and 2004
{in millions):

" 2006 | 2005 2004
Reverue '§ 3,351.1 $ 40720 $ 37077
Expenses . 2,385.5 2,779.7 2,635.8
Operating profit ‘ 965.6 1,292.3 1,171.8
Cther income {expense) | 75.0 17.4 (50.9)
Income before income taxes [ 1,040.6 1,309.7 1,121.0
Income taxes @ 360.0 402.1 357.2
Minonity interest, net of tax \ (24.3) (1.7 (7.5}
Equity eamings in affliates [ 9.4 4.0 0.7
Income from discontinued operations [$ 6657 $ 9099 § 7570

@ The amount of the gain on the sale of NYCE in axcess of the incoma taxes of $9.9 million was defarred freserved) to 2005, During 2005, the reserve of $9.8 million was reversed against

the sales price acusiment.

The following table presents the balance sheet related to the assets and liabilities held for sale and spin-off as of December 31, 2005 {in milions);

2005
ASSETS:
Cash and cash equivalents $ 5044
Setilement assets 920.1
Accounts receivable, net of allowance for doubtful accounts 111.7
Property and equipment, net of accumulated depreciation 1241
Goodwill 1,691.3
Other intangibles, less accumulated amortization 219.4
Investment in affiliates 150.2
Other assets 91.4
Total assets held for sale ang spin-off $ 13,8126
LIABILITIES:
Settlement obligations $ 9180
Accounts payable and other liabilities 810.8
Borowings 1.8
Total liabilities related 1o sale and spin-off $ 17306

Accumulated other comprehensive loss, net of tax, associated with discontinued operations at December 31, 2005 was $62.1 million, including
$74.1 million of minimum pension liability net of $10.4 million in foreign currency translation gains and $1.6 million of net unrealized securities gains.
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THE BOARD OF DIRECTORS AND SHAREHOLDERS OF FIRST DATA CORPORATION

We have audited the accompanying consolidated balance sheets of First Data Corporation as of December 31, 2006 and 2005, and the related
consolidated statements of income, stockholders' equity, and cash flows for each of the three years in the period ended December 31, 2006. Thess
financial statements are the responsibility of the Company's management, Qur responsibility is to express an opinion on these financial statements
based on our audits. .

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial staternent
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present faity, in all material respects, the consolidated financial position of First Data
Corporation at December 31, 2006 and 2005, and the consolidated results of its operations and its cash flows for each of the three years in the period
ended December 31, 2006, in conformity with U.S. generally accepted accounting principles.

As discussed in Note 1 1o the consolidated financial statements in 2006, First Data Corporation changed its method for accounting for Share-Based
Payments in accordance with Statement of Financial Accounting Standards No. 123 (revised 2004} and its method of accounting for postretirement
benefit plans in accordance with Statement of Financial Accounting Standards No. 158.

We alsa have audited, in accordance with the standards of the Public Company Accounting Ovarsight Board (United States}, the effectiveness of
First Data Corporation's internal control over financial reporting as of December 31, 2006, based on critenia established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated February 21, 2007 expressed

an unqualified opinion thereon.
émt v MLLP

Denver, Colorado
February 21, 2007
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We have audited management's assessment, included in the accompanying Management’s Report on Internal Controls over Financial Reporting, that
First Data Corporation maintained effective internal control over financiat reporting as of December 31, 2006, based on criteria established in Internal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (the "COSO criteria”™). First Data
Corporation’s management is responsible for maintaining effective internal control over financial reporting and for its assessment of the effectiveness of
internal control over financial reporting. Cur respensibility is to express an opinion on management's assessment and an opinion on the effectiveness
of the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audil to obtain reasonable assurance about whether effective internal control over financial reporting was
maintained in all material respects. Our audit included obtaining an understanding of internal control over financial reporting, evaluating management's
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reascnable basis for our opinion.

A company’s internal cantrol over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A company's
intarnal control over financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting principtes, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could
have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any
evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that
the degree of compliance with the policies or procedures may deteriorate.

In our opinion, management's assessment that First Data Corporation maintained effective internal control over financial reporting as of December 31,
20086, is fairly stated, in alf material respects, based on the COSO criteria. Also, in our opinion, First Data Corporation maintained, in all material respects,
effective internal control gver financial reporting as of December 31, 2008, based on the COSG criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States}, the consolidated
balance sheets of First Data Corporation as of December 31, 2006 and 2005, and the related consolidated statements of income, stockholders’
equity, and cash flows for each of the three years in the period ended December 31, 2006 and our report dated February 21, 2007 expressed an

unqualified opinion thereon.
éw\/uct + MLLP

Denver, Colorado
February 21, 2007
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PERFORMANCE GRAPH

The following graph compares the yearly percentage in cumulative total
shareholders return on Common Steck of the Company since December
31, 2001 with the cumulative total return over the same period for (i) the
S&F 500 Index, and (i} a peer group selected by the Company. The peer
group is composed of the following eleven computer services companies
with market capitalizations gver one billion dollars: Automatic Data
Processing, Inc.; Ceridian Corporation; Certegy, Inc.; Computer Sciences
Corporation; DST Systems, Inc.; Electronic Data Systems Corporation;
Equifax, Inc.; Fiserv, Inc.; Paychex, Inc.; SunGard Data Systems, Inc.;
and Total Systern Services, Inc.; (TSYS) (the “Peer Group”}. in 2005,
SunGard Data Systemns, Inc. was eliminated from the Peer Group as it
ceased trading on the New York Stock Exchange effective August 11,
2005 and in 2006 Certegy, Inc. was eliminated from the Peer Group
as it merged with Fidelity National Information Services, Inc. effective
February 1, 2006.

Pursuant to rules of the Securities and Exchange Gommission
(“SEC™, the comparison assumes $100 was invested on January 1,
2002 in the Company's Common Stock and in each of the indices
and assumes reinvestment of dividends, including reinvestment of the
special dividend distributed on September 29, 2006 in connection with
the Company's spin-cff of 100% of its Western Union money transfer
business to Company shareholders.

Also pursuant to SEC rules, the returns of each of the companies
in the Peer Group are weighted according to the respective company's
stock market capitalization at the beginning of each period for which a
return is indicated. Historic stock price is not indicative of future stock
price performance.
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12/31/2001 100.00 100.00 100.00
12/31/2002 90.1 61.40 77.90
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CORPORATE HEADQUARTERS
8200 South Quebec Street
Greenwood Village, CO 80111
{303) 967-8000

TRANSFER AGENT AND REGISTRAR

Shareholders with questions concerning their stock holdings or dividends,
or with address changes should contact:

Wells Fargo Bank Minnesota, National Association

161 North Concord Exchange

South St. Paul, MN 55075

(651) 450-4064 or (800) 468-9716

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
Ernst & Young LLP

370 17th Street, Suite 3300

Benver, CO 80202

FINANCIAL INFORMATION AND REPORTS

Tha company routingly sends out annual shareholder reports and press
releases. To receive this information please write the company at 6200
South Quebec Street, Greenwood Village, CO 80111, call (303) 967-6756
or visit the “Invest” section of our Web site at www.firstdata.com. A copy
of the First Data 2006 Form 10-K report to the Securities and Exchange
Commission will be furnished {0 shareholders without charge (except
charges for providing exhibits) upon written request to the company.
Analysts and investors seeking additional investment information about
the company can contact the Investor Relations Department at (303)
867-6756. For more information about First Data Corportion, please visit
the company on the Internet at www.firstdata.com,

STOCK PRICES

The principal market for the Company's common stock is the New York
Stock Exchange ("NYSE"), ticker symbol FDC. The following table sets
forth, for the indicated calendar periods, the reported intraday high and
low sales prices of the common stock on the NYSE Composite Tape and
the cash dividends per share of common stock.

High Low Dividend
2006
First Quarter $ 4845 $ 4176 $ 0.06
Second Quarter 48.88 43.91 0.06
Third Quarter 45.58 39.22 0.06
Fourth Quarter (1) 25.74 21.93 0.03
2005
First Quarter 3 4244 $ 3850 $ 008
Second Quarter 40.86 36.50 0.06
Third Quarter 43.22 398.30 0.08
Fourth Quarter 44.75 38.60 0.08

1) On September 29, 2006, the Company spun off its Westemn Union money transfer
business as an independent publicly tradad company in the form of special dividend
distnbuted to compary shareholdars. Subseguent to the spin-off, in December 2006,
the Company decreased ts quarterly dividend for cormmon stockholders te $0.03 per
common share from $0.06 per common share.

SHAREHOLDERS OF RECORD
The number of shareholders of record was 4,566 and 4,083 at December
31, 2006 and 2005, respectively.
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ANNUAL MEETING

The Annual Meeting of Shareholders of First Data Corporation will
be held at the JW Marriott Denver Cherry Creek, 150 Clayton Lane,
Denver, CO 80206 on Wednesday, May 30, 2007 at 2:00 p.m, Mountain
Daylight Time.

TRADEMARKS, SERVICE MARKS AND TRADE NAMES

The First Data name, loge and refated trademarks and service marks,
are owned by First Data Corporation, are registered and/or used in the
U.S. and some foreign countries. All other trademarks, service marks,
logos and trade names referenced in this material are the property of
their respective owners.

CORPORATE GOVERNANCE

To review the company’s corporate governance guidelines, board
committee charters and codes of business conduct and ethics, please
visit the “Corporate Governance” section of the “Invest” portion of our
Web site at www.firstdata.com

CERTIFICATIONS

The Company filed certifications of the CEQ and CFO pursuant o Section
302 of the Sarbanes-Oxley Act of 2002 as Exhibits io the First Data 2006
Form 10-K report filed with the United States Securities and Exchange
Commission and submitted to the New York Stock Exchange the CEQ's
annual certification regarding compliance with the NYSE's corporate
governangce listing standards.

© 2007 First Data Corporation. All Rights Reserved,
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